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Preface to the Second Edition 


The passage often years since the original version of this book was 
completed has made a fairly extensive revision seem appropriate. 
The purpose and general scope of the book remain unaltered. It 
is intended to provide the university student and the interested 
general reader with an introduction to the history of the modern 
world economy. It tries to do this by concentrating on two main 
fields of study. The first is concerned with the common features in 
the economic development and organization of those nations \\ hose 
activities have had a dominant influence on the course of world 
economic history since the mid-nineteenth century. The other 
deals with the economic relations between nations. 

Though the general nature of the book remains as it was, the 
detailed content has been considerably changed. Approximately 
one-third of this second edition is new. The objects of the revision 
have been threefold: to give some brief account of events since the 
original edition was completed; to take note of more recent work 
that has been done on the subject; and to give an opportunity 
to express my own second thoughts. A section on minerals has been 
introduced in Chapter II and a new chapter on the growth of 
incomes has been included. Chapter \ II (which corresponds to 
Chapter VI in the first edition) has been entirely rewritten and 
the final chapter has been revised and extended in order to bring 
it nearer to the present. Minor revisions and corrections have 
been made in the remaining chapters. The bibliographical note 
at the end has been extended and brought up to date. 

It is unnecessary to repeat here the acknowledgements which I 
made in the first edition. Those from whose help I benefited will 
know that my gratitude has not diminished. But I cannot refrain 
from adding my thanks to Dr. Olga Crisp for her help in trying 
to guide me through some of the intricacies of Soviet data, when 
I was preparing this second edition. 


January 1962 


W. Ashworth 




CHAPTER I 


The Mid-nineteenth Century 


In 1850 there were probably about 1,200 million people living in 
the world. For almost all of them, as soon as they had emerged from 
infancy, the gaining of a bare subsistence absorbed practically their 
entire effort. In most communities the pattern of economic activi¬ 
ties was a simple one, although it varied enormously from one 
region to another, according to the state of technical knowledge 
and the bounty or niggardliness of nature. Nevertheless, among 
the greater part of the world’s population, technical skill and 
equipment and the variety of natural resources easily available 
were all so limited that a simple economic pattern was the only 
one possible. On the other hand, the means of carrying out the 
narrow range of indispensable activities were abundant enough 
in relation to the size of the population for economies of simple 
structure to support a life not without notable achievements and 
high enjoyments, although for most individuals it was usually 
short, often nasty, and occasionally brutish. 

But there were clear signs of change in progress and greater 
change impending. The proportions in which different productive 
resources were needed were subject to continuous alteration as a 
result of changes in the size of the population. World population 
had been expanding for a long time, but by the nineteenth century 
the expansion had reached a new and formidable degree. In the 
hundred years ending in 1850, perhaps 450 million people had been 
added to the total of world population, an increase ol 60 per cent 
on the numbers in 1750. In a world of perfect mobility that would 
not have mattered very much, since life was sustained principally 
by human beings working the soil with the aid of a few implements 
and domestic animals, and enormous areas of fertile land still 
remained unoccupied. But the population was very unevenly dis¬ 
tributed. Most of the world’s people lived in Europe and Asia, and 
it was in the comparatively small continent of Europe that the 
natural increase of population was most striking, for Europe's total 
of about 270 million inhabitants in 1850 was probably nearly 
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double that of a hundred years earlier. There were areas where 
population obviously pressed on the means of subsistence in years 
of poor harvest and seemed to be approaching the point at which it 
would do so even when harvests were good. The fact that in the 
nineteenth century the Malthusian problem was not insoluble does 
not mean, as some writers seem to imply, that it was not a problem. 

There were two ways of overcoming the impending difficulties: 
the expanding populations could take possession of the unoccupied 
or thinly occupied areas, or productive techniques could be 
improved and diffused so as to make land already in use yield a far 
greater return than before in the form of consumable goods. Neither 
type of development was in the least new, but the pressure of 
external forces on economic life was becoming so great that both 
were induced in a new degree. 

• .* ntr * cate et hnological map of the world is clear enough 
indication of people's ability, throughout historic times and before 
them, to migrate long distances by land and (though perhaps only 
in recent millennia) by sea, and successfully to establish new settle¬ 
ments far from their places of origin. But the size of the migratory 
or colonizing bands and the duration of their wanderings is far less 
certain. Except over fairly short distances it is probable that the 
process of migration and settlement was usually a protracted one 

w\hat n ,h tCmP T ry halt : ng ' places> OCCU P ied P"haps for years, 
Z ‘ k nUm J bCrS mVolved ln an >- movement at the same 

settlement hLT S ' andards . smal >- The greatest expansions of 

lands Hose ^ “'Y T by the gradual colonization of waste 

lands close to areas already occupied. But by the nineteenth centurv 

many of the most densely settled regions were completely surround 

• y . ccu P led lands. What was then becoming necessary was 
migration on a new scale: the movement of large numbers of 

ofm P te e rme C dia°te g t tT™* “ f'° rt timC "' i,hout thc establishment 
above ah for i ,n h P , Z, SC, emC ' ntS - F ° rthat to bl ' Possible, and 
fal^ geographical 

fertile. In the pnssessionZfZ'Z’ "' he , ther they sce med barren or 

held one of it l great advan ae knOWl '' df =' l!le nineteenth century 

latter half of thf eighteenth eZ ““ P. fecc ding ages. In the 

nineteenth thc great work of mZZ Z earber years of the 

K eat uoik ot maritime exploration, intermittently 
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pursued by Europeans from Renaissance times, was, except in the 
polar regions, largely completed - thanks especially to the famous 
voyages of Wallis, Bougainville, Cook, Vancouver, and others in 
the hitherto little-known Pacific Ocean. The vast emptiness of New 
Holland (now renamed Australia), the insular structure and 
natural attractions of New Zealand, the position and nature of the 
west coast of America north of California, and the non-existence of 
the long-awaited Terra Australis bounding the South Atlantic and 
Pacific in temperate latitudes, were aU clearly revealed for the first 
time. Much exploration remained to be done in the interior of 
every continent except Europe, but the outline map of the world 
could at last be accurately drawn. That was one of the essentia 
first steps in the process which transformed the world from a mu ti 
tude of autarchic and culturally self-sufficient groups rnto something 
approaching an economic unit and a single strategic conception 
Accurate knowledge of the location and nature of the world s 
empty spaces and unused resources was one prerequisite of the more 
extensive use of the natural endowments which could support un¬ 
kind in greater numbers and at a more prosperous level. The other 
was the achievement of some means where y peop e an g 
might be transported more swiftly and in greater quantity. In the 
mid-nineteenth century some slight redistribution of population 
and economic activity was taking place. Through '^creased se 
ment and trade Europe was making more use than befo e of the 
resources of North America. Australia and New Zealand, discover 
ies of not much above half a century earlier, already had small but 
firmly established colonies of British settlers, actively engaged in 
trade with the home country. But the numbers mvoNed were ma„ 

too small as yet to make more than a very modes ^ c ° nt h r ‘ b ““° n ria i 
the prevention of population pressure or to increasing the material 

prosperity 1 ©! much of the world. All these and other 
under-populated, with their natural resources used inadequately 

or not at all, until they were affected by the comm of 
transDort the railway and the steamship, which enabled new 
settlers and supplies to come to them and their own P r °duce to 
be carried away to existing markets, easily, cheaply, and in 

bU It is at this point that the two types of economic change exten¬ 
sive and imenrive, which had to occur if the rapid growth of popu¬ 
lation^waTnoTto be disastrous, were linked. For the development of 
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mechanical transport, which was an essential part of the extensive 
solution of the problem, sprang from the same line of technological 
advance that made possible an intensive solution also. Of all the 
aspects of historical change in the nineteenth century the techno¬ 
logical was, in fact, probably the most fundamental. It not only 
made it possible for die expansion of the world’s population to be 
maintained and increased, but it was also, in itself, an immense 
force making directly for the expansion of economic activity. This 
was because, in so many cases, the application of new techniques 
on even a small scale was enough to demonstrate that they would 
achieve far greater results in proportion to effort if they could be 
applied on a scale that required an enormous widening of the 
market for the products which were created with their aid; and 
also because they drew, for their successful application, on a much 
widened range of producdve resources. In addition, technological 
developments so changed the way in which the various factors of 
production were combined that they caused a fundamental change 
in the everyday experience and environment of a very large 
proportion of mankind. 

The levels of technical achievement in different parts of the 
world before the nineteenth century differed enormously. But, de¬ 
spite the attainment elsewhere of superlative skill in the production 
of small quantities of some specialized items, the general standard 
was undoubtedly highest in Western Europe. Everywhere produc¬ 
tion was dependent mainly on what hand labour was able to do 
with such mater 1 Is as were obtainable. In Western Europe, how¬ 
ever, the ncnibci and variety of tools and instruments available to 
assist in production were greater than elsewhere, their adaptation 
to particular functions more complete in most cases. Technical 
achievements had already done something to improve living stand¬ 
ards and thus to make it easier to set aside more and more for the 
purpose of raising the quantity and quality of the tools of produc¬ 
tion. ' 1 ’his superiority of the West was not of long standing. Despite 
its notable achievements in the crafts as well as the art of building, 
its introduction of clockwork and the spinning-wheel, its numerous 
tiny watermills and windmills, it would be difficult to claim for 
me lc J a urope a greater mastery of productive techniques than 
existed contemporaneously in the Oriental civilizations. But from at 
least the seventeenth century there had been in the West economic 
pressure for technical improvement, as the supply of some of the 
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most essential industrial materials, especiaUy timber, began to 
dwindle, and as the range of international commerce outgrew the 
supply of saleable goods. At the same time the conditions of 
intellectual enquiry and industrial practice were favourable to a 
marked technical advance. The immense gains in knowledge o 
physical principles in the Newtonian period, and the consta 
refinement in the accuracy of workmanship in many different 
crafts, those of the clock-maker and the millwright for exa ™Pj e - aU 
contributed to a condition in which multitudinous mall but 
cumulative improvements were made in a large part of industry, 
especially but not exclusively, in Great Britain. These improve¬ 
ments were not of a kind which completely transform methods of 

production; but they prepared the way for ™ ie ,tcenM 
changes which began to appear late in the eighteenth century. 

On the whole, Western Europe throughout the eighteenth :en- 
tury was still, technically, in a handicraft era. Though hand craft 
production had been brought to an all-round level ° f 
never previously attained, everything was done on a very small 
scale and almost every finished article was, in some - 

Because each workman could make only one thing at aTime the 
total volume of production was severely limited its coskept high 
The characteristic which specially distinguished pr°ducUon in the 
ensuing period was the ability to turn out identical commodifies in 
large batches, which caused enormous expansion an d c heapemg. 
This ability, which involved a drastic reorganization ofThe eco 
nomic relationships of society, rested on fundamental technologic^ 
changes which, with suitable adaptation, even ua y P 
almost the whole of industry. The change was in P» r » ® “ 

exercising greater ingenuity, such as had been done with m the old 

handicraft system. When, for example, Hargreaves ! P™ « ) y 

was adapted to function with a larger and larger number oGpmdles^ 
that was a step (though a small one) m the jetton away from 
unit production and towards mass production in the textile Indus 

tries without destroying their handicraft basis. . . r 

But the main change was in the source and ran mission of 

motive power, and this change necessitated the aband ^ n ^ crit 

handicraft methods. As long as the supply of power 

small and difficult to regulate, it was impossible a us ^i " e 

operate more than one machine at a time, or o p 

and elaborate machines that would turn out great quantities of 
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goods. Up to the end of the eighteenth century the motive power 
for most operations was that of the workman himself or of some 
domestic animal. Other sources of power, notably the wind and 
swift-running streams had been successfully harnessed for particular 
purposes, but their action was apt to be irregular. The invention of 
the steam-engine and of a method of rotary transmission of its 
power remedied a great deficiency in productive ability. It 
enabled power to be applied in larger amounts than before, with 
much greater regularity, so that many machines could be gathered 
into one place and operated simultaneously from a single power 
unit, and larger, more complex machines could be devised without 
being hampered by the absence of anything both strong enough 
and sufficiently controllable to drive them. 

The steam-engine alone did not, of course, effect a complete 
transformation of industry. Innumerable improvements were called 
for in the machines which it drove and in the hand tools which sup¬ 
plemented them. Indeed, the speeding up of production through 
the use of new or improved machines created fresh problems as fast 
as it solved old ones. The challenge to ingenuity which any pro¬ 
ductive activity always exerts was experienced in more various 
ways than ever before and found a response in the form of count¬ 
less lines of rapid technical change. There was thus a cumulative 
process of technical development, and this was accompanied simul¬ 
taneously by great changes m economic organization. It became 
increasingly common for production to be carried on in large units, 
with a larger proportion of the work done by power-driven 
machinery, and the power itself generated and applied by mech¬ 
anical means; and all this involved the complementary change of 
greater division of labour. It is these developments (commonly but 
rather loosely summarized in the phrase ‘the rise of the factory 
system’) that, more than anything else, distinguish modern eco¬ 
nomic life from that of earlier periods. Their ultimate effect was 
tremendous, and almost universal, but their first stages were 
hesitant and narrowly localized. The production of the new mach¬ 
ines needed knowledge, skill, and equipment which were very 
limited and could only gradually be augmented. The introduction 
of new methods and machines created problems which it took time 
to solve satisfactorily. The initial cost of transferring production 
from handicraft to mechanized methods was for long higher than 
the demand for most commodities could support. For all these 
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reasons the victory of the new methods over the old was a 

protracted achievement. . . , 

How slow it was may be observed by surveying briefly the eco¬ 
nomic structure of some of the principal countries in the middle of 
the nineteenth century. A number of the most far-reaching inven¬ 
tions and discoveries had been made and brought into use in the 
eighteenth century: the steam-engine was already serving industry, 
power-driven factories had already begun to operate. But many 
years passed before these things became the commonplaces of daily 
life The new mechanical techniques and factory methods of or¬ 
ganization were at first confined almost entirely to Western Europe 
and the U.S.A., and even within that area there was by .850 no 
country in which they had come to dominate industry. Indeed, it 
was only in Great Britain and Belgium that they had then broug 
about a high degree of change in the national life. Great Britain 
was the pioneer and a portent for the world’s future economic 

° r An’hidustrial revolution in Great Britain, conventionally con¬ 
fined between 1760 and .830, has become a firmly established 
landmark in economic historiography. But closer acquaintance sug¬ 
gests that it may be such a landmark as serves to decoy rather than to 

euide. Our picture of economic development has been distorted by 
concentrating attention on too few industries. It would be truer to 
say that between 1760 and 1830 many of the essential foundations 
of an industrial revolution were laid in Great Britain, and that on a 
very limited part of them a notable structure was erected; but a 
very large part of the building was left for completion later. This is 
not incompatible with recognition that in the seventy years after 
1760 economic change was already proceeding much more rapidly 

than before. , r 

The British industries which underwent an early transformation 

in technique and organization were characterized by the possession 
of large and expanding markets and by suitability to the applica¬ 
tion of power developed and transmitted in the new ways, di°ug 
not every industry which fulfilled these conditions was affected. 
Iron, cotton and one or two other consumption goods, such as beer 
and pottery, and coal, the demand for which grew rapidly as the 
use of the steam-engine increased - these were the outstanding ex¬ 
amples of commodities produced by new methods. But even in the 
production of these, change was not always rapid. Cotton-spinning 
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and the finishing trades moved to the factories before the end of the 
eighteenth century, but only after the Napoleonic Wars did the 
power-loom in the weaving-shed make much headway, and its 
improvement was so slow as to permit the old hand methods under 
the putting-out system to carry on in painful competition for a 
generation. As late as 1834 there were still twice as many hand- 
looms as power-looms in the British cotton industry, which still also 
drew a quarter of its power from rivers and streams. Only after the 
eighteen-thirties was the hand-loom weaver driven by economic 
pressure out of the industry, and though in 1850 the cotton industry 
could stand forth as a triumphant example of the almost com¬ 
pletely mechanized factory industry, it had only recently attained 
that position. The iron industry also had undergone a fairly com¬ 
prehensive change, though many very small furnaces still existed. 
But some of the industries where steam power had been introduced 
very early and where a larger scale of production had been tried 
still included large sectors which were almost unaffected. Brewers, 
for instance, had been among the chief customers for the steam- 
engines of Boulton and Watt before 1800, but by 1850 the large 
power-operated brewery was still to be found only in London and 
one or two other large cities. Most of the provinces were served by 
large numbers of very small establishments and by the surviving 
practice of home-brewing. 

The mechanized i ndustries, few though they were in number, 
were of great importance in the nation’s economy. The cotton 
industry, for example, was the mainstay of the United Kingdom’s 
export trade. Throughout the eighteen-fifties, textiles (of which 
cotton yarn and cotton piece-goods formed an overwhelming 
proportion) constituted about 60 per cent (in terms of value) of the 
exports of all home-produced goods. Production for export was 
only a minor ’ - rt of total economic activity, but even in terms of 
numbers employed, the mechanized industries were of consider¬ 
able relative significance. In 1851 the textile industries employed 
935 >°°° people in England and Wales, 11 -1 per cent of the occu¬ 
pied population and, though many domestic workers were in¬ 
cluded in the figure, the majority must have been factory hands. 
Moreover, in this early stage of industrialization, mechanical pro¬ 
gress was showing itself in the more rapid expansion of the few 
mechanized industries. In 1841 textile employees had formed only 
9-1 per cent of the occupied population, and between 1841 and 
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was because radically new methods had been adopted in a large 
proportion of the establishments that a far more spectacular ex¬ 
pansion of output had been achieved and was still continuing. Be¬ 
tween 1830 and 1850 the annual production of iron rose from about 
700,000 tons to over 2 million tons. The annual output of coal, 
which was somewhere between 20 million and 30 million tons in 
1830, probably rather more than doubled in the next twenty years; 
and the consumption of raw cotton, 270 million lb. in 1830, had 
been doubled by 1843, despite the severe depression of the early 
eighteen-forties, and went on steadily increasing. It is changes of 
this character that suggest an industrial revolution in progress. 
They were noteworthy at the time, though their influence should 
not be exaggerated. On a larger view their importance lies in the 
clear indication that they give of the direction in which industrial 
change was developing, rather than in the amount of difference 
they had made to economic life before 1850. Other happenings of 
the first half of the century helped to make clearer the trend of de¬ 


velopment. Though the factory system spread slowly, it did spread. 
Mainly between 1830 and 1850 worsted followed cotton into the 
factories, and an increasing proportion of the woollen industry was 
in factories, though in 1850 much still remained outside them. 
Once the factory system had established itself in any occupation it 
was not superseded. Moreover, the early nineteenth century saw 
the rise of one or two new industries which were conducted from 
the very beginning on lines unknown in any previous period, with 
heavy capitalization and a high degree of mechanization. The gas 
industry and the railway, which was advancing rapidly in the 
eighteen-forties, were probably the outstanding examples. 

Elsewhere, though there were many signs of promise for the 
uture of industrial development, actual performance was, by the 
middle of the nineteenth century, much less. Belgian industry, in 
the first half of the nineteenth century, developed on lines com- 
Parab! : to those of British industry. In this it was aided by both 
political and natural advantages, of which the most important was 
the possession of abundant coal, and by the presence of numerous 
British managers and skilled workmen, well versed in the new 
methods adopted in their own country. Some of the Belgian coal¬ 
mines were well established long before the nineteenth century, 
when the number of pits began to increase rapidly. By 1830 an 
annual output of 6 million tons of coal had been achieved! and 
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such steam-operated factories as existed in other parts of the Con¬ 
tinent were often dependent on Belgian coal. Some of them were 
dependent on Belgium for the supply of machines as well, for this 
wa P s one of the very few regions where a thriving and skilful engin¬ 
eering industry grew up in the early nineteenth century. There 
appeared one or two large integrated concerns, combining coal¬ 
mining, iron manufacture, and machine-making, and there were 
X numerous smaller machine-shops. Nevertheless, there was still 
a substantial handicraft and agricultural basis to the Belgian 
economy, and the advance of some of the more modern activities 
™™yno means smooth. Before 1840, for example, the output of 
?oal was beginning to fall short of domestic requirements. 

In any case, Belgium was a very small country to serve as the 
base fo/the industrialization of a continent. Outside it, however, 
continental Europe had litde mechanized industry to show. New 
machines and new methods were adopted in France by individual 
nioneers almost as quickly as in Great Britain, but their use did not 
B , rar»iHlv The very limited extent to which steam-engines 
were used P is indicative of the slow rate of industrialization. Until 
1 t a steam-engine was an extreme rarity, and the larger 

numbers installed in the eighteen-forties seem to have been mostly 

were 

. 2 g o0 of about 65,000 h.p. The main problem was dor " es “ c 
scarcity of fuel and the high cost of importing it, which meant that 
steam-operation was much slower to offer the advantage of reduced 
costs than it was in Britain. The coal resources of F ranee were 
small in proportion to its size, and considerable parts of them were 
still unknown in the first half of the nineteenth centmy. Though 
the output of the mines was increasing rapidly after 1830, 

still not much above 5 million tons a year by 1850. 

There was, however, some development of factory industry and 
of large establishments using up-to-date techniques “France. The 
iron industry expanded steadily, but in the muldteof the^centaiy 
its output was only about a quarter of that of Britain, and thoug 
there were a few large works with puddling furnaces and rolling- 
mills the small charcoal furnace, found wherever wood was plenti¬ 
ful remained characteristic. As in Britain, it was in cotton 

industry that the factory system made most headway at first. In 
Alsace^the spinning and weaving of cotton were adopted as 
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entirely new industries in the early nineteenth century, and they 
very quickly came to be organized in factories, although they 
depended far more on water-power than on the steam-engine. In 
other, less important, cotton manufacturing districts also, numer¬ 
ous factories were established in the first half of the century, 
especially for spinning, but weaving was still generally carried out 
on hand-looms under the domestic system. The other textile 
industries were much less affected by new machinery and new 
forms of organization. The woollen industry expanded appreciably 
in the first half of the century, partly through the establishment of 
power-driven spinning-mills, but the other processes continued to 
be carried out by hand at home or in small workshops, and most of 
the industry remained in the control of large numbers of small 
merchant capitalists. In the silk and linen industries the use of 
power was scarcely known before the eighteen-forties, though 
during that decade it increased perceptibly. French industry as a 
whole underwent a gradual expansion in the first half of the nine¬ 
teenth century, mainly, but not entirely, by continuing along well- 
established lines. In 1850 it was still manned largely by small 
masters and working craftsmen, a considerable minority of the 
latter being independent of any employer. Factories were far from 
typical, though their numbers were growing. 

In Germany the story of the first half of the nineteenth century 
was one of still slower development. The natural resources suited 
to the encouragement of modern industry were greater than in 
France, but in many states the surviving legal and institutional 
obstacles to economic change, such as the burdens of serfdom and 
the exclusive rules of the gilds, were also much greater. Industry, 
almost without exception, was conducted on the smallest scale. In 
the towns the typical figure was the small master employing one or 
two workmen or, in many cases, relying entirely on his own labour. 
Though the proportion of wage-earners was slowly increasing, 
there remained more independent masters than apprentices and 
journeymen in Prussia in 1843. A great deal of such manufacture 
as existed was carried on in the countryside by a population partly 
dependent also on agriculture. Iron-making and the textile 
industries were to a great extent subsidiary employments of 
agriculturists, though woollen weaving was more often conducted 
by independent masters in the towns. 

The steam-engine and the new techniques made only slight 
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headway By the middle of the century Prussia possessed only about 
a ttod as much steam-power as France, and though coal existed 

abundantly, it was not very extensively worked: the ‘ 0t f ^ U “‘ " 
output in 1846 was only 3,200,000 tons. From about 1840 there 
were important signs of change. New coal-mines were being sunk, 
mostly in the Ruhr field, and these were highly capitalized. A few 
large iron-works using methods comparable to those of British 
firms were established in the Rhine provinces of Prussia ,*^1 some 
of them extended their activities into engineering. The cotto 
industry was growing both in the Rhine provinces and in Saxony, 
and itTncluded a few power-operated factories. But the cotton 
industry in 1850 still depended mainly on handwork and most of 
it was Organized in a putting-out system. Mechanical ^wer and 
the factory system had by that time not made much difference to 

h They had had even less effect in the rest of Europe. As popula¬ 
tion increased, so did the number of workmen employed m radi- 
tional handicrafts. Many of these workmen were gathered into the 
small number of large cities, and many of them were emplo>ed 
a wage by small masters. As their numbers grew, then strength 

and prominence increased, and in various places they werejable to 
take a significant part in the revolutionary movements of the time. 
But they were not a factory proletariat. Metropolitan ha <| 

long required a multitude of different crafts ° co 

.-oarlilv be suDerseded by mechanical methods, lhey still 

needed them and possessed them in the middle of the nine¬ 

teenth century; and the rural areas still met many of their basic 
needs through long-established handicraft methods. 

In the United States of America, which was still only hg y 
peopled in relation to its vast am a and thus did not yet outweigh 
the countries of Western Europe, the progress of mechanical power 
and the factory system before .850 was little more striking than in 
France and Germany. Much of the manufacture that existed in th 
riehteenthcentury was carried on by households for their own con- 
sumption thou g hri n some districts and industries the putting-out 

system existed in various forms to serve the market.^ had Teheed 
kept its colonial economy for a generation after t ^d achieved 

abliTcapital,^ven in the less completely agricultural north, was 
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more accustomed to go into land-purchase, trade, and ship-owning 
than into manufacture. In the south, economic life was completely 
dominated by agriculture and the marketing of commercial crops. 
On the other hand, there were fewer industrial vested interests in 
any section of the country to resist the adoption of new methods of 
production. 

A few textile factories were established before 1800 and others 
during the period of non-intercourse and the war of 1812, and 
steam-engines were being not only used but built before hostilities 
broke out. But many of the early factories succumbed to British 
competition immediately after 1815, and it was only in the eight¬ 
een-twenties that progress was resumed. Moreover, despite the 
early adoption of the steam-engine and its improvement by Ameri¬ 
can inventors, American industrial expansion before the Civil War 
depended more on water-power than steam-power. Although the 
output of coal, which in 1820 was negligible, expanded enormously, 
it was far behind that of Britain, and in i860 was still only about 
14 million tons. In spite of this, the factory system made rapid 
progress in a few industries, of which cotton, as elsewhere, was the 
most important. By 1840 the United States was the second largest 
cotton-manufacturing country in the world, but its output was only 
about one-third that of Great Britain. After 1840, the smaller 
woollen industry also began to transfer itself more rapidly to the 
factory. About the same time another of the basic needs of an in¬ 
dustrial society, iron, began to be much more abundantly supplied 
as the small charcoal furnaces were superseded by larger furnaces 
smelting with mineral fuel. But in this field also the United States 
lagged behind Britain, and in i860 its annual output of pig-iron 
was still not quite 1 million tons. 

The United States before the Civil War was very far from being 
a highly industrialized country. Household production remained 
common, especially in the frontier regions. Manufacture was con¬ 
ducted on a small scale and played only a minor part in economic 
life. Even the largest industries could not compare with the largest 
British industries. But there were respects in which the American 
industrial development was specially significant. Though less in 
magnitude than contemporary British development, it was at least 
as varied. Much less than that of continental Europe was early 
American industrialization confined to small-scale copying of some 
of the leading British innovations. Mechanization and factory 
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organization, were beginning to be adapted in the United States in 
the mid-nineteenth century to industries which they had scarcely 
touched elsewhere, to the making of furniture and of watches, for 
example. Flour-milling, too, one of the chief American industries, 
was more fully mechanized than elsewhere, and meat-packing, 
though it used little machinery, was being conducted on factory 
lines at a time when in other countries it was almost exclusively a 
household or handicraft occupation. The small engineering indus¬ 
try also adapted itself to the special needs of the country, particu¬ 
larly in the production of agricultural machinery of a type superior 
to any in Europe. In the important field of communications, too, 
though American railways developed more slowly (relatively to the 
size of the country) than those of Britain, and depended on Britain 
for the supply of much of their equipment, yet m the use of another 
major innovation, the electric telegraph, America was far ahead of 

Britain in 1850. , . , , 

This demonstration of the way in which mechanization could be 

applied to new uses was, in its way, as significant a portent for the 

future as the British creation of some larger industries. But in 1850 

the significance of both was more for the future than the present. 

Most American industries were unmechanized, most British 

industries were not large. Technical knowledge and methods of 

industrial organization were everywhere such as to limit severely 

the possibilities of economic specialization. The great contribution 

of mechanization was, in fact, to enable the basic material needs 

of mankind to be satisfied through the expenditure of a small 

quantity of the scarcer productive resources, thus releasing some of 

these for the production of new types of goods and of larger 

amounts of old types. When this ability was supplemented by easy 

exchange of the products of different regions, a great extension 

was possible in local specialization on branches of production in 

which local superiority was most marked. 

Quite apart from the influence of the physical ease or difficulty 
of moving goods over long distances, there were close links between 
the powers of production and the extent of economic interdepend¬ 
ence among different regions and countries. As long as its Product¬ 
ive efficiency remained low, any community was likely to be able 
to afford only a small volume of purchases from outside. As long as 
this state of affairs persisted, most of its efforts must be put into the 
production of necessities, especially food, for local consumption. 
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In the majority of places, if there were sufficient concentration of 
workers on agriculture, it was possible to provide for subsistence 
and something more out of local production, however monotonous, 
and even repellent, some local diets might seem to strangers. 

But in few localities was self-sufficiency nearly complete. The 
need for buildings and manufactured goods, necessities as well as 
luxuries, gave rise to much trade, some of it over long distances. 
Even with handicraft techniques, fairly big differences in the cost 
and quality of product could arise in different centres of produc¬ 
tion, and essential raw materials were often widely dispersed. For 
many centuries before the nineteenth, international trade in wool¬ 
len cloth had been an essential part of Europe’s economic life, and 
the raw materials for its manufacture, dyestuffs and mordants as 
well as wool itself, were bought and sold internationally. Among 
other important raw materials timber was one of the chief com¬ 
modities of international trade. 

Even the supply of foodstuffs was dependent to some extent on 
an international market. National self-sufficiency in foodstuffs was 
made more difficult and less attractive by climatic factors which 
prevented the production of some goods in the regions where con¬ 
sumers wanted them. Among the items which, for these reasons, 
became of international importance was wine, in which France had 
long done a valuable export trade. Others were tropical and sub¬ 
tropical products that were required in temperate countries: 
cotton, sugar, tea and tobacco. Sugar, indeed, may have been the 
most valuable commodity of all in the world's trade in the eight¬ 
eenth century. Complementary to such movements were those in 
the opposite direction which brought grain from the more temper¬ 
ate parts of Europe to various tropical colonies and some of the 
Mediterranean lands. There was also some international trade in 
basic foodstuffs within similar climatic regions. The lands along 
the south of the Baltic, for example, had long made a livelihood 
from the export of grain, and even England had had a regular 
export of grain until the last quarter of the eighteenth century. But 
trade of this kind was of permanent importance to only a small 
proportion of the population in most places. Its purpose was mainly 
to make good temporary shortages, which always existed some¬ 
where. and it went on (with minor exceptions) over fairly short 
distances. 

A certain amount of international trade was thus quite indis- 
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pensable. But, in proportion to the volume of its production, agri¬ 
culture gave rise to much less international trade than manufacture 
did. As long as primitive techniques and low incomes dictated the 
universal predominance of agriculture among productive activities, 
the incentives to specialize were limited and the growth of inter¬ 
national trade was retarded. But, as the powers of production 
increased with technical improvement, several related influences 
were released which all tended to increase economic interdepend¬ 
ence more rapidly. Technical and organizational changes led to 
the expansion of manufacture not only absolutely but relatively to 
other branches of production; i.e. they 

the activities which had always been most closely bound up wrth 
international trade. But, because they helped both to increase 
income and to keep a bigger population alive the same changes 
made a more general increase in international trade very likely. 
More specifically, in the long run, they 

national marketing of a bigger proporuon of the worid s output oi 
food; for where improvements in manufai'uichadfesa d 
furthest as in Britain, the compeUtive superiority so attained 
fostered a degree of specialization that might impair the ability of 

home agriculture to keep pace with rising dcma " d - , , 

Before 1830 these influences, though very evident, had not 

attained thefr maximum. Most localities probably still provided 
the greater part of their necessities out of local production. Bu , 
especially after ,830, economic interdependence was obviously 
increasing rapidly, not only within nations bu. internationally as 
well One rough estimate suggests that world trade rose from £80 
million in .800 to £380 million in .830 ^^d t £8oo m,lh° m 
1850. Whether these figures are accurate or not (there are only 
imperfect data on which to base them), it is clear that a conside 
able part of the expansion arose because some countries were 

elentia e . gL^Lf wS th^ ^ 

^hten^centuries? for induce", Britain was able ,0 supply few 
commodities except bullion that were acceptabk .n large ^antifcs 
in India, from which it desired so much. But in the nineteenth ccn 
tury it sent out great amounts of cheap cotton goods and thus 
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changed the pattern of Indian economic life by undermining its 
handicraft cotton industry, which had formerly given the country 
self-sufficiency in one of life’s necessities and a small export trade 

aS ^yp|| 

In the mid-nineteenth century a new economic order, based on 
increasing mechanization, greater division of labour and specializ¬ 
ation of function, and more complex methods of organization, was 
coming into being, but was still in its early stages. A new economic 
order could function only through new institutions, most of which 
still remained to be devised. Technical and institutional change 
had in the short run often been very imperfectly matched. The 
French Revolution and its repercussions in many parts of Western 
Europe had had the effect of sweeping away many institutions which 
impeded industrial expansion: serfdom, which was the great barrier 
to the recruitment of an industrial labour force, the privileges of 
the gilds, which had a vested opposition to technical change. But 
this institutional change was not in many cases followed at all 
quickly by industrial expansion. On the other hand, such industrial 
expansion as there had been was often achieved in spite of, yet 
limited by, the absence of appropriate new institutions and laws: a 
banking system (as distinct from a collection of small, shaky banks 
of restricted function), a free labour market, the privileges of legal 
incorporation. 

Only in Great Britain had there been by 1850 a fairly thorough 
reshaping of laws and institutions in such a way as greatly to facili¬ 
tate the expansion of economic activity. Some of the institutions 
firmly established there, such as the stock exchange or the London 
money market, were especially appropriate, not only to British 
internal needs, but also to the service of a unified economy with 
international ramifications, which current events were already 
foreshadowing. Elsewhere the more expansive industries still had 
to function in large part through the institutions of the old regime, 
while in a larger area there were no expansive industries at all. In 
the greater part of the world the local economic situation did not 
require any appreciable change in institutions. Rapid expansion 
was neither experienced nor expected, and there was little to offset 
the advantage of stability which was given by a fairly rigid control 
over economic activity. In much of Europe, serfdom still survived 
or was only just in process of termination. In the tropics and sub¬ 
tropics some of the small amount of Western enterprise depended 
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CHAPTER II 


The Spread of Mechanization 

i 

Manufacturing Industry 

I n the second half of the nineteenth century, economic changes, 
the beginnings of which were just discernible in 1850, became far 
more marked. In Great Britain, where agriculture and manufac¬ 
ture had been fairly evenly poised, the balance shifted decisively 
against the land. Yet, despite the great increase in manufacturing 
production there, the extensive use of the most advanced mechani¬ 
cal techniques ceased to be a near-monopoly of Great Britain. The 
U.S.A., Germany, and, to a rather less extent, France, all turned 
increasingly to manufacture, adopted, and in some fields surpassed, 
the methods used in Britain, developed their own new types of 
product, and raised their total productive capacity to a level 
unprecedented in their own experience and unchallenged by the 
rest of the world. In manufacture, indeed, the rest of the world still 
lagged far behind in 1900. In northern Italy, in Sweden, in parts of 
the Habsburg Empire (especially Bohemia), in Russia, and in 
Japan, the beginnings of industrialization were evident, but the 
economic life of these areas had been far less completely transformed. 

Yet the direct impact of mechanization was by no means con¬ 
fined to the small group of important manufacturing countries. 
The application of mechanical techniques to transport affected the 
greater part of the world by changing completely the accessibility 
of markets and raw materials and by spreading some branches of 
the engineering industry, on however small a scale, to almost all 
countries. Moreover, the much heavier concentration of even a 
small part of the world's economic resources on the output of manu¬ 
factures was possible only because it was accompanied by a massive 
expansion of primary production, which was due in part to the use 
of machinery. 

I hroughout the second half of the nineteenth century the ex¬ 
pansion of output depended both on the further improvement of 
productive methods in the established mechanical industries and 
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on the introduction of more and more machinery into occupations 
which had previously been conducted by handicraft methods. The 
details and variety of technical improvement in the period are 
endless. But in some important respects the most influential change 
was the adaptation of certain basic technical evices to an eve ^ 
widening range of uses. Most striking of all was the greater and 
greater use of the steam-engine as a source of power. Steam-engines 
were applied to many new classes of work and their efficiency was 
constantly improved. The use of steam became the most character¬ 
istic feature of industrialization wherever it took place, and coal 
became the one great raw material the consumption o w ic was 
basic to nearly every branch of manufacture. The coal industry 
was therefore of growing relative importance and its output p 
vides one of the most telling illustrations of the increase of mdustri- 
alization. The magnitude of the change is shown by the folio g 
figures of output in the chief industrial countries. 

Goal Production 

(Annual Averages for Quinquennia) 

million tons 


Period 

U.K. 

France 

1860-4 

849 

g-8 

1865-9 

103-0 

12-4 

1870-4 

120-7 

* 5 * 

*875-9 

*333 

*6-3 

1880-4 

156-4 

* 9’3 

1885-9 

165-2 

20-7 

1890-4 

180-3 

25-4 

* 895-9 

201 *9 

29-0 

I9OO-4 

226-8 

31-8 


Germany 

*54 

235 

318 

3 8 4 

5*'3 

60 9 
72-0 

893 

1 10-7 


U.S.A. 

16-7 

26-7 

43 - 1 

S2-2 

887 

**53 

*533 
*89-1 

281-0 


The same point is emphasized by statist.es of the amount of powe 

developed, where they are available. , ' 

developed .78,000 h.p. in .860, 544,000 h.p in .880 '> 79 ‘>°°° 
h.p. in .900, and 3 , 539 , °oo h.p. in . 9 - 3 - I" ‘he U.S.A. the tota 
amount of power used in industry in .870 was Vi^.ooo p, 
which probably about hair was supphed by steam-engmes by 
1900 the total was io million h.p., most of it eve ope y • 

In another respect the expansion of manufacture in the later 
nineteenth century was marked by a feature c larac e 
previous development. This was the extensive use o 1 , 
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notably the substitution of iron for timber, in both consumer and 
capital goods. But iron was being used in new forms and for new 
purposes. The invention of cheap methods of making steel was one 
of the major technological contributions to economic activity. The 
Bessemer process, which came into commercial use in 1856, was 
the first great advance, though its general adoption was for some 
time restricted by suspicions about its effectiveness and by high 
royalty charges. By the eighteen-seventies both this process and the 
Siemens open-hearth process, perfected in 1866, were making 
possible a large expansion in steel production. Still more influential 
was the discovery by Thomas and Gilchrist in 1878 of a means of 
adapting either process to the making of steel from phosphoric ore, 
which previously had been useless for the purpose. Effective use of 
the large Lorraine iron-ore field thus became possible, and Ger¬ 
many was enabled to build up the great steel industry which was 
one of the fundamental elements in her rapid industrialization. 
Cheap and abundant steel transformed the situation of the engin¬ 
eering industries. New constructional feats became possible and 
machinery could be designed for special purposes not previously 
contemplated. Steel made possible enormous widening of the range 
of goods which could be economically produced by mechanical 
methods. The rapid increase in its use is shown in the figures of 
output. 


St ell. Production 

(Ann u al Averages for Quinquenma) 


Period 

U . K . 

million tons 
France 

Germany 

US . A . 

1870-4 

°*5 

o-1 

0-3 

o-i 

1875-9 

0-9 

0-3 

04 

o-6 

1880-4 

i-8 

04 

o-8 

i*6 

1885-9 

3 '° 

o -5 

1 • 1 

28 

1890-4 

3‘2 

o-8 

28 

43 

1 895-9 

L2 

1 *3 

5 -1 

7*6 

1900-4 

4*9 

i -7 

7'3 

i 3-4 


It was not only in new uses of metal that the productive advance 
ol the time was marked. Major developments were made in the 
application ot chemistry to industry. Gas manufacture and the 
production ot sulphuric acid in rapidly growing quantities had 
been noteworthy features of industrial growth in the first half of 
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the nineteenth century, but later the scope of industrial chemistry 
increased enormously. New products of many kinds, including 
synthetic dyestuffs and fertilizers, and explosives of previously 
unequalled force, began to be manufactured in large quantities 
and between 1900 and 1914 rayon production was commercially 
established and the new synthetic fibre became a significa 
competitor of silk. In all the chief industrial countries the chemical 
manufactures were of growing relative importance but in Ger¬ 
many this was particularly so. By 1913 a quarter of the world s 

chemical output was produced in Germany. 

Machinery and a larger scale of production on factory lines be¬ 
came more and more common in industries which had previously 
been only partially affected by t b e m.U n 11 la h ° u ti 870 ,t H e mo s 
striking advances continued to be made in Great Britain. B> that 
time the work of mechanizing the texule industries which every- 
where took an outstanding part in the early stages of industrializa¬ 
tion had been almost completed there. Elsewhere much still 
remkined to be done, but there was rapid change before the end of 
th^century. In .875 nearly two-thirds of the cotton weavers in 
Germany were domestic outworkers, but twenty yeare later the 
proportion had fallen to less than one-quarter. The other texule 
industries after clinging persistently to hand methods, were trans- 
ferred to power-drivL factories within the space of one generauom 
The change was especially rapid in the eighteen-nineties. In 
France although the most technically advanced cotton factories, 
diose in Alsace, were lost to Germany, the industry resumed steady 
growth and its mechanization was practically completed be ween 
^890 and 1900. The other textile industries, except the declining 
linen industry, also underwent after 1870 a great increase in 
mechanization, which accelerated after .890. In ‘^ yuitedfitates 
the cotton industry had moved into the factories before the Civd 
War, and by the^ighteen-seventies the same process was practi¬ 
cally completed for the woollen and silk industries. v , riou . 

At the same time machinery was being introduced in various 
branches of production hitherto little affected by it. In some cases 
this had the effect of prolonging the existence or mcrezang the 
numbers of small workshops and outworkers. This, for exarnple 
was what the sewing-machine, produced by Howe in the U.S.A. in 
1846, did for the clothing industry. But more commonly the results 
were that one more industry had to organize itself into larger units, 
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and that an increasing proportion of its members became depen¬ 
dent wage-earners, much of whose work was merely repetitive. 
Grafts as diverse as those of the shoemaker, the locksmith, the 
cabinet-maker, and the compositor were all in part superseded be¬ 
cause of new mechanical inventions made during the second half of 
the nineteenth century. Even the office began to be invaded by the 
machine when really efficient typewriters were put on the market 
in the eighteen-seventies. And without very startling mechanical 
innovations some of the commonest of household tasks, such as 
baking and the making of preserves, were, to a limited extent, 
taken away into factories. 

For the time being, however, the spread of machinery and the 
factory system to such occupations as these was probably of less 
importance than the further mechanization and expansion of the 
small number of basic industries. Although the number of mech¬ 
anized industries greatly increased, a very large proportion of total 
effort was concentrated in only a few of them. Wherever there was 
a large expansion of manufacture, the textile industries took a prom¬ 
inent part in it, though their share began to decline as the 
expansion proceeded. The relative importance of different 
manufactures changed as conditions of international competition 
and ot demand changed, but the process was gradual, especially 
where years of unchallenged supremacy had enabled a few major 
industries to root themselves with exceptional tenacity. By the 
second quarter of the nineteenth century the British economy was 
already dependent on a fev >asic industries, of which the chief was 
cotton, i’hat situation remained throughout the century. In 1900 
the economy was firmly based on textiles, coal, iron and steel, and 
engineering. Other industries, including chemicals, the production 
of non-ferrous metals, and confectionery, were probably expanding 
relatively to the older staples, but not so rapidly as to challenge 
the dominance ot the latter. Where the most rapid adoption of 
machinery came a little later, there was opportunity for the growth 
of industrial production to be spread over a wider range of indus¬ 
tries, though both technical differences and the nature of demand 
favoured the special prominence of a few of them. In the U.S.A. in 
i860 the six leading manufacturing industries (in terms of value of 
product) were, in order: flour and meal, cotton goods, lumber 
planed and sawn, boots and shoes, iron-founding and machinery, 
and clothing, including furnishing. By 1914, when a somewhat 
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different classification was in use, the order had changed to: 
slaughtering and meat-packing, iron and steel, flour-mill 
grist-mill products, foundry and machine-shop products, lum 
fnd timber products, and cotton goods. At this time there were 
several industries not much smaller than the cotton manufactu 
which, before the Civil War, had been easily the most important 
anart from the agricultural processing industries, in which the 
contribution of manufacture to the value of the final product was 
small Specially significant was the rise of some branches of the 
engineering industry. This was noticeable in every country where 
mechanized industry had been established for 

not merely to use but to make machines was becont a character 
istic of industrialization wherever it spread. In the U S tins 
characteristic was more marked than anywhere else, astheapph 
cation of machinery to manufacture was already earned to a 

gtnerni ptme^manufacture in the latter half of the nine- 
teenth century is one of very rapid increase in the world s capacity 
to produce but one in which that increase was largely confined to 
a very few countries. The ability to produce goods cheaply and in 
quantity by mechanical methods extended to many more com¬ 
modities but the main productive effort was concentrated on a 
small number of these, though this characteristic was becoming 
less marked A rough quantitative expression of the extent ot c 
pansion can be given. Between .870 ' 9 1 3 \h C 'vmld s ou pu 

of manufactures increased more than fourfold. of‘he U in 

was multiplied by seven, that of Germany by five that ot Britain 

rubTedTn .870! 79 P- cent of the world s manufacture s con¬ 
ducted in the U.K., the U.S.A., Germany, and ^Xhe reiatite 
the proportion had fallen only to 72 per cent, though the rcla 

amount of manufacture in the four countries had changed com 
a large increase in incomes in uic 

This in turn led to further great changes in their industrial ac 
vities in the ’years which followed. As productivity and incomes 
rose the old basic needs of much of the population .n —ue 
ing countries became more completely satisfied. But ‘"comes were 
bii enough to create valuable markets for new types of goods. A. 
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the same time continuous technical advance made it possible to 
meet many of these demands and indeed to suggest particular new 
channels into which a general demand for goods and services, 
which would improve the quality of living, could be turned. So in 
countries where economic activity had become most thoroughly 
mechanized, further industrialization was marked by less emphasis 
on the simpler basic manufactures, the production of a wider range 
of commodities (of which a large proportion were the products of 
increasingly complex manufacturing processes) and a relative (as 
well as absolute) rise in the amount of resources devoted to tertiary 
occupations, i.e. to transport, communications, professional ser¬ 
vices, and other activities which do not contribute directly to the 
production of goods. In other words, further advance in productive 
ability was in part applied in ways that did not add measurably to 
the physical volume of goods, and the increase of manufacturing 
output, taken by itself, was a less reliable guide than in earlier 
years to the degree of technical and economic improvement. Not 
only were some new needs met by the provision of more services 
rather than more goods, but some old needs were satisfied more 
effectively, not by an increased supply of familiar commodities, 
but by a supply, perhaps not significantly expanded in quantity, 
of new types of goods which fulfilled old functions more conveni¬ 
ently. 

But at the beginning of the twentieth century most countries in 
the world had not achieved a level of income at which a very 
striking development along these lines was practicable. Even the 
simpler kinds of mechanized manufacturing industries had been 
established within their borders either not at all or only to a very 
limited extent, and the expansion of these types was the most 
prominent feature of industrialization in the early twentieth 
century outside the areas in which manufacture had already 
become dominant. When these simpler manufactures had become 
firmly established and had contributed to an increase of national 
income and a more abundant supply of capital at home, some of 
even the most recently industrialized countries were able to intro¬ 
duce also in rapidly growing amounts the production of more 
complex items in which the older industrial countries had kept their 
lead. In the nineteen-thirties the productive capacity of the U.S.S.R. 
and of Japan was transformed in this way by the addition of large, 
heavy industries to a more primitive manufacturing structure. 
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There were many reasons why manufacture should have become 
more widespread in the first half of the twentieth century In a 
world of ever closer international relationships, diffusion of know¬ 
ledge, both of the material contribution made by manufacture to 
better living and of the technical basis on which that achievement 
rested, was swift. It was natural that non-industrial countries 
should wish to share in the material benefits of manufacture when 
they became aware of them, especially when the pecuniary re¬ 
ward for their own activities was increasingly uncertain. In an age 
dominated by wars and threats of wars on the largest scale when 
the efficient conduct of war rested on a more and more elaborate 
economic basis, a high degree of industrialization was essential for 
any nation which wished to take a decisive and autonomous part 

in international politics. 

Not only did non-industrial countries have strong motives for 
introducing manufacturing industries, but the older industrial 
countries in many cases assisted them in doing so. Earlier indus¬ 
trialization had been partly dependent on growing export markets 
in non-industrial areas, whose economic life gradually became 
accustomed to a regular supply of certain machine-made goods 
which came to be essential. As conditions changed it sometimes 
became more profitable to invest further capital in the production 
of such goods locally rather than in commercial activity which 
would bring them in from abroad. Temporary diminution of for¬ 
eign supplies because of war was one influence encouraging a change 
of this kind. More important were new technical developments 
which profoundly altered conditions of production. 1 he invention 
of new types of power unit and their adaptation to a variety of 
industrial uses made possible the establishment of manufacturing 
businesses in places where otherwise they could not have operated 
profitably. Electricity and oil were far less restricted in economical 
use to areas close to the places where they were produced than 
was coal. More complete mechanization of production made pos¬ 
sible the use of labour of lower and lower grades of skill. 1 rocesses 
which had been only partially automatic, so that efficient produc¬ 
tion depended, not merely on the dexterity, but on the initiative 
and judgment of the operative, became fully automatic and practi¬ 
cally fool-proof. This was especially important in making possible 
the introduction of manufacturing industries in areas, such as the 
Far East, which had large supplies of cheap but very low-grade 
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labour. The cotton industry which Japan was building up early in 
the twentieth century was, technically, quite different from that of 
Lancashire early in the nineteenth, and made far less demands 
on the skill of its workers. 

Advantage was taken in many parts of the world of the oppor¬ 
tunity to introduce mechanized manufacturing, and the world’s 
productive capacity was thus greatly augmented. Nor should it be 
overlooked that, although the older industrial countries devoted 
more of their resources to non-manufacturing uses, they also 
achieved a considerable absolute expansion of their manufacturing 
output. This was especially so in the U.S.A. which, despite its other 
activities, easily maintained its position as the leading manufactur¬ 
ing nation. The combined result of the intensification of mechani¬ 
zation and its spread to a much wider area was that in the first half 
of the twentieth century the rate of increase of the world’s manu¬ 
facturing output probably fell only a little below that reached at 
the end of the nineteenth century, despite the unemployment of a 
much higher proportion of the resources immediately available for 
use in production in the nineteen-twenties and’thirties. After 1914, 
however, the rate of growth of world manufactures was almost cer- 
tainiy lower than it had been between 1890 and 1914, though it 
may not have been much different from what it was in the quarter- 
century after 1870. It is particularly difficult to be precise about 
the extent of growth in the latest period because in the ’thirties the 
contribution ot the U.S.S.R. became sufficient to make a signifi¬ 
cant difference to the world total and there seems little doubt that 
the official Soviet indices of output were compiled by methods that 
gave them an upward bias. Between 1914 and 1939 the world’s 
manufacturing output probably rose by as much as 80 per cent, 
with marked changes in the relative shares of different countries. 
The U.S.A. maintained its position, thanks to rapid expansion 
between 1914 and 1929 which counter-balanced the setbacks of 
the thirties, but the older industrial countries of Europe failed 
to expand their manufacture as rapidly as the rest of the world, 
though there was further growth in all of them. But numerous 
countries that had been less industrialized underwent great indus¬ 
trial expansion. Japanese manufacturing output rose fivefold in 
the twenty-five years, Finland’s nearly threefold, while that of 
India and Sweden more than doubled. The industrial output of 
the U.S.S.R. at the start of the first five-year plan in 1928 may not 
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have differed greatly from that of the pre-war Russian empire. 
From 1928 the official index of industrial production shows a 
growth of roughly four and a half times to 1937, or six and a half 
times to 1940. Outside critics differ appreciably in the emenda¬ 
tions they apply to these figures. Three and a half times to 1937 
and four and a half times to 1940 might be nearer the mark. In 
the period 1936—38 the probability is that the U.S.A. still pro¬ 
duced just over a third of the world’s manufactures, that the share 
of Germany, the U.K. and the U.S.S.R. was of the general order 
of 10 per cent each, and that France’s share had dropped to about 

5 per cent. 

Even where manufacture as a whole still played only a small 
part in the economic life of a particular country, there were sigm- 
ficant expansions of individual industries. China, for example, at 
the end of the nineteenth century had been spending more on 
foreign cotton goods than on any other import, but by the mid- 
nineteen-twentics had so built up its own cotton manufacture that 
it had become a net exporter of cotton yarn. A decade later its 
exports of cotton piece-goods were little less than its imports. 

By 1939 industrialization was a far more general and pervasive 
feature of the life of the world than it had been at the beginning 
of the century. Then it had developed substantially in only four or 
five countries, and to a small extent in perhaps as many more; now 
most countries in temperate latitudes and a few in the tropics were 
partially industrialized, and manufacturing industry occupied a 
large part of the activities of a dozen countries. Then a very large 
part of manufacturing output came from only a few industries ; 
now there was a greater variety of production by mechamcal 
means. It was still true that there was much scope for satisfying 
cheaply the most elemental y physical needs, and consequently the 
simpler consumer-goods industries did not decline as a whole, 
though they became more widespread and declined in importance 
in the older, wealthier industrial countries. The textile industries 
continued to be one of the foundations of industrialization in new 
areas, although only those using new synthetic fibres such as myon 
and, later, nylon, underwent much expansion elsewhere. Early 
Japanese industrialization, for example, was mainly based on 
textiles. As late as 1929,50 percent ofall Japanese workers in factories 
employing five or more people were engaged in the textile indus¬ 
tries. The introduction of machinery which enabled primary 
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products to be converted locally into industrial goods was also still 
a major means of founding a manufacturing economy, as it had 
been in the U.S.A. in the middle of the nineteenth century. It was, 
for example, by developing the industrial applications of their own 
timber resources that much of the manufacturing development of 
Sweden and Finland in the twentieth century was achieved. 

But at the same time, as manufacture expanded it was charac¬ 
terized by the rise of new industries to greater and greater promin¬ 
ence, especially those concerned with the creation of new synthetic 
materials and new types of mechanical equipment. Even in Great 
Britain, the industrial structure of which in the first half of the 
twentieth century proved to be less adaptable to changing 
demands than that of other leading industrial countries, this 
rise of new industries was plain. Between 1923 and 1938, of all the 
manufacturing industries employing in the latter year more than 
50,000 people, those in which the numbers increased most were the 
manufacture of electric cable and apparatus, the manufacture of 
motor vehicles, cycles, and aircraft, electrical engineering, and the 
manufa ture of silk and rayon. 

The increasing variety of industrial production was most clearly 
shown in the changing structure of the largest and technically most 
advanced manufacturing economy, that of the U.S.A. In whatever 
way its manufacturing activity is classified and measured, it is clear 
that it was becoming increasingly devoted to the production of 
mechanical equipment and of more highly processed consumer 
goods. In terms of value added in manufacture, the leading groups 
o Amcncan industries in 1899 were textiles (15-5 per cent of all 
manufacture), forest products (n-2 per cent), iron and steel pro- 
ducts io-4 per cent), and machinery (10 per cent). By 1937 the 
order had changed to machinery (14-8 per cent), textiles (11-8 per 
cent), ironand steel products (11-3 per cent), and foodstuffs (10-4 
per cent). The rise of machinery, the output of which was increasing 
™ C t h ^ Cr tha V h at ^ manufacturing industry as a whole for 

wSnltl 1 ; C . P ^ nod ! ,s particularly striking. Analysis of changes in 
dual industries within the large groups reveals the same 

mcreasmg emphas.s on commodities which must undergo a more 
elaborate productive process. Thus in the textile group the produc- 

mr O t ' 7 T n S C i° thlng "; as becomi ”S relatively much more 
lportant, the production of cotton yarn and piece-goods and of 

woollen yams and cloth much less. Among the food industries, the 
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old staples, meat-packing and flour-milling, were declining rela¬ 
tively, while canning, ice-manufacture, and baking were growing 
rapidly. In a monumental study of the output of manufacturing 
industry Dr. Fabricant foimd adequate data for the examination 
of the physical output of sixty-one industries from i8 99 to 1937. 
Among these there were six whose output increased by more 
than 1,000 per cent: the making of automobiles, cigarettes, refined 
petroleum, canned milk, beet sugar, and hosiery. The expansion 
of beet-sugar production can be explained by the failure of cane- 
sugar refining to expand at anything like the average rate of manu¬ 
facturing industry as a whole; the expansion of petroleum refining 
depended on that of the automobile industry; the others all 
illustrate the increasing emphasis of industry on the manufacture 

of highly processed consumer goods. ,... . „ 

Changes of this kind, which in the nineteen-twenties and thirties 

helped to give a somewhat distinctive character to the American 
economy, were becoming increasingly typical of industry gener¬ 
ally by the middle of the century. Countries that had fairly 
recently begun to industrialize usually still had perforce to devote 
the greater part of their manufacturing effort to the production of 
simple types of goods. But in those with a longer industrial history 
the more complex achievements of the engineering and chemical 
industries began to take an ever more prominent place. 1 ransport 
equipment, new types of industrial plant and machinery, elaborate 
household appliances, standardized consumer goods P«paredl for 
immediate use and standardized containers in which to pack them 
- such things as these became the commonplaces of advanced 
industrial communities. Their prominence was a symptom of the 
higher living standards which industrialization had brought a 
to some extent a means of raising those standards more easily than 
before. They were thus among the clearest indications of the fruit 
fulness of expanding industrialization, which only a few nations 
had achieved abundantly but which was the most desirable of 
economic aspirations to many more who were actively bcgini g 

to seek it. 

ii 

Agriculture 

But though the growth and the increasing efficiency of manu¬ 
facture were basic factors in the raising of living standards, this 
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achievement depended also on complementary economic changes 
of a hardly less striking kind. Changes in the extent, technique, and 
organization of agriculture were fundamental. An increase in 
manufacture necessitated an increase in the quantity and variety 
of agricultural production to feed those workers who in earlier con¬ 
ditions would have raised most of their own food and had ceased to 
do so; to provide raw materials for manufacture; and to contribute, 
through a process of exchange, to an increase of consumption 
which new productive methods made possible. 

Much of the required increase in agricultural productivity took 
place in the industrializing countries themselves. This was particu¬ 
larly so in the earlier stages of industrialization and again in the 
middle of the twentieth century. In the third quarter of the nine¬ 
teenth century it was England, the leading manufacturing country, 
that was also held up to the rest of the world as a model of good 
farming. Some of the tributes paid to its agriculture were 
undoubtedly more fulsome than its achievement justified, but im¬ 
proved farming in this period certainly contributed a good deal to 
the raising of the standard of living of a considerable proportion of 
the population. British agricultural advance at this time depended 
on the concentration of land ownership in the hands of a small 
wealthy class, the members of which were willing to invest heavily 
in their estates; on the widespread adoption of new technical 
methods; and on the abundance of cheap labour. Concentration 
of land ownership had been increasing intermittently since the 
seventeenth century as a result ol judicious matrimonial alliances, 
the existence of the law and custom of primogeniture, the wide¬ 
spread practice among the aristocracy of entailing their estates and 
making strict family settlements, renewed in every generation, and 
the investment of commercial fortunes in the land. The great en¬ 
closure movement after i 760 carried it to its peak by putting many 
small landowners in a position in which their choice lay between 
retaining an uneconomic holding and selling out to a wealthier 
neighbour. By 1873 concentration had gone so far that 1,688 
people owned 14,200,000 acres of England and Wales; 40,400,000 
acres of the whole 77 million acres of the U.K. were owned by 
°nly 2,500 people. A small part of these vast estates was farmed by 
the owners, but most of the area was occupied by tenants, in Great 
Britain usually with substantial holdings. The quality of agricul¬ 
ture, however, depended greatly on the landlords, because they 
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provided all the fixed capital on their estates, and most of them 
exercised a fairly close control over the farming practices of their 

tenants. . r 

Some agricultural improvements, through the adoption of new 

crop rotations, the greater use of root crops (especially potatoes 
and turnips), the practice of hoeing and drilling, attempts at scien¬ 
tific stock-breeding, and the reclamation of waste land, had been 
achieved in the eighteenth century, when their adoption was mainly 
due to some of the large landlords. But the evidence does not 
suggest that most of these improvements were in any way general. 
Enclosure was not accompanied by a large and universal change in 
the efficiency of English farming. But enclosure and, more 
especially, the extinction of communal control over farming prac¬ 
tice, which accompanied where it had not preceded it, facilitated 
the adoption of new methods later. Knowledge and acceptance of 
new methods were diffused only gradually, but as experience sifted 
the genuinely improving from the merely odd, and as the size 
of the market increased, general changes were accomplished, 
especially between 1840 and 1880. At this time tec imea a vanccs 
of new kinds were made and extensively adopted far more quickly 
than earlier discoveries had been. Besides many improvements in 
agricultural implements and machines, new methods of drainage 
were devised, and great advances were made in the application of 
chemistry to agriculture. British landlords spent large sums on 
drainage. In this they were assisted, after the repeal of the Corn 
Laws, by state provision for loans at low rates of interest, in thir y 
years these loans exceeded £12 million. But much was also 
provided out of landlords’ own financial resources. 1 he application 
of artificial fertilizers increased rapidly, and there was a steady 
extension of the use of farm machinery, most o it operate y 
horses, but some by steam. Only a few activities were mechanized 
however. The large labour force, which was increasing in size until 
the eighteen-fifties and declined rapidly only after 1880, made it 
possible to obtain heavy yields from the lan wit a *8 

degree of mechanization. Yet the total input to agriculture was 
unprecedentedly high, and it was this which made possible a high 

average output in proportion to area. 

But however great the improvement of agriculture, it could not 
keep pace with all the demands of an industrial society in the same 
area. Britain was becoming more and more dependent on foreign 
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food supplies at the same time as its home agriculture was making 
its greatest advances. Moreover, a point was soon reached at which 
foreign supplies could not merely supplement but could profitably 
replace much of the home production of some foodstuffs, especially 
cereals. In these circumstances British agriculture had to adapt 
itself to a more limited role while attempting nevertheless to 
remain profitable. The development of the country’s own manu¬ 
facturing economy was helping it to do this by contributing, 
through a general expansion of incomes, to the great growth of 
demand for those foodstuffs in which home farmers were at much 
less competitive disadvantage: dairy produce, fruit, and vegetables. 
By devoting more attention to these, by reducing investment 
and the labour force, yet using the diminished resources more 
carefully so as to maintain previous high yields per acre, and by 
heavily cutting returns to landlords (whose ability to put new 
capital into their estates and whose control over farming practice 

were both greatly impaired), British agriculture was, not without 
difficulty, successfully kept going. 

Though many individual farmers suffered great losses, agricul- 
ure as a whole enjoyed moderate prosperity in the early years of 

obtain CentU ?; / l ' vas sti11 P oss ible, in an emergency, to 

caphal r T l bm ‘ he ’ and by puttin S more effort and 
securintr these ’ i ;° Ug government assistance was necessary in 
“f * ese additions, owing to the weakened economic position 
of landlords. In the First World War an appreciable increase in 
production was achieved in this way. Within a few years, however 
agriculture had reverted to its pre-war condition so thlifor 

c needs arising once again from world war, and afterwards a 
food a T cost of buying 
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highly mechanized in the world; and output increased greatly, 
although Britain remained heavily dependent on production in 
many parts of the world for the supply of most of its foodstuff. 

In no other country was there an equally sharp transition from a 
rapid expansion of home agriculture to overwhelming dependence 
on cheaper expansion elsewhere. But fundamental problems of food 
supply similar to those experienced by Britain arose in many other 
places, and the new opportunities of production and sale arising 
from industrialization affected agriculture in most parts of the 

W °The need to increase agricultural productivity in some European 
countries as population and manufacture increased in the nine¬ 
teenth century could be and was in part met by copying and adapt¬ 
ing English technical improvements, though not the English 
agrarian system. Land reclamation (particularly important in 
France in the second half of the century), the introduction of 
chemical fertilizers, the use of more numerous and better-designe 
farm implements and machines, better stock-breeding, new meth¬ 
ods of checking plant and animal diseases, all made great cont 
outions to the expansion of farm output. Enclosure and consolida¬ 
tion of scattered holdings, which are often erroneously regarded as 
the foundation of English agricultural improvement, were clearly 
less important. In both France and Germany, physical enclosure 
went on only very slowly, consolidation of holdings only a little 
less so but the decline in communal use of land and communa 
control of crop rotation was quicker, and institutional obstacles to 
technical innovation greatly diminished towards the end of the 
nineteenth century. Home agriculture in most European industrial 
countries was sheltered by tariffs from the severest competition 
which developed after 1870, and succeeded in meeting a large pro¬ 
portion of the increasing home demand for food. Indeed, where, as 
in France, the country did not divert most of its resources to second¬ 
ary and tertiary activities, it was able to remain practically self- 
sufficient in food supply. But where industrialization ^^' r ^d 
further, the output of home agriculture and the demand for 

imported food increased simultaneously. . , . 

Much of this imported food came from comparatively close at 

hand, partly because of the saving in transport costs, partly because 
various regions deliberately adapted their agriculture to supply he 
new needs arising in their more highly industrialized neighbours. 
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Because industrialization led to a reduction in self-sufficiency, it 
completely transformed market conditions for agriculture over a 
very wide area. Although the rapid growth of manufacturing was 
confined in Western Europe to a very few regions in the second 
half of the nineteenth century, it stimulated a great increase in the 
commercialization of agriculture throughout most of Central and 
Western Europe and parts of Eastern Europe as well. 

The production in this area of a large surplus of food for sale 
was achieved in an institutional setting which had arisen quite 
independently and was not specially adapted to this purpose. The 
forms of agrarian organization were mainly determined by the 
arrangements which had existed when serfdom was in force and by 
the relative political strengths of the various rural classes at the 
time of emancipation, which was taking place in various parts of 
Europe from the late eighteenth to the end of the nineteenth cen¬ 
tury. In post-feudal Europe in the later nineteenth century, though 
there were innumerable variations of detail, two principal land 
systems had emerged: peasant proprietorship of small farms, and 
large estates cultivated by their owners with hired labour. Peasant 
holdings were for the most part the successors of what had been 
held under servile tenures in the feudal system; the great estates 
were the successors of the feudal demesnes. But in the course of 
emancipation in some countries, France for example, the peasants 
nere able to increase their holdings from demesne lands; in others, 
including Prussia and Russia, the lords' estates were increased by 
compulsory' cessions of land by the freed serfs. After emancipation, 
most ot the land in Western Europe belonged to peasants, and 
most of the great estates were in Central and Eastern Europe, 
though there were parts of Spain, southern Italy, and Sicily where 
these predominated, and there were large parts of Central and 
Eastern Europe in which peasant ownership prevailed. After the 
greju continental empires had collapsed in the First World War 
and the balance of political power had changed within their 
former territories, peasant proprietorship was further extended by 
r< a mg up th< great estates, so that by 1930 Hungary and western 

Poland were the only parts of Central and Eastern Europe where 
these still predominated. 

Some large estates, while they were still feudal demesnes, had 
been organized to supply a national or international market; those 
of Fast Prussia were of considerable importance to international 
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trade long before the nineteenth century. But peasant holdings m 
most places were not accustomed to supply more than a small sur¬ 
plus for a local market. Yet in the late nineteenth and thet ' vent ‘ et 
centuries peasant agriculture was making a major contribution to 
the feeding of industrialized Europe. The opportunity was there 
because the agriculture of the regions closest to the growing in¬ 
dustrial markets was mostly in the hands of peasants. The farmer 
own family provided sufficient labour; emancipation had P rovld ^° 
fond a^d the growth of industrial employment and of emigration 
prevented the Necessity for subdividing holdings. The real Problems 

were whether the expense of introducing improved methods of 
were whethe ^ red from a smallholding, whether know¬ 

ledge of such improved methods could be thoroughly diffused and 
K g tW the finance which their introduction involved could be 
obtained on reasonable terms. In Western Europe all these prob- 

16 Th^Ifotfontf technique to scale did not for a long time involve 
very great difficulties. Most of the greatest _ improvements_ m 
farming productivity did not call for great additions of indivisible 
capitaUquipment which imposed overhead charges needing to be 
spread over a very large output. Innovations of this kind were 

more important, however, in processing, an ^*^ ld th 1 ' s Pr r °c a tes t 
of expense was overcome by co-operation. This had ,ts greatest 

development in r ^^ ro “ v t^‘rfVTd^al 

amaTd n e°mand for dairy produce. Between ^andjgofo 3 >^° 

P" of butter s and 

ffie’sWppfotcffipttajjT a saving 

fo overhead for the individual farmer. The ^hac~ m 

and fo r ffie°op S effing years of’the twentieth century the number of 
co-operative socicties^vas growing very rapidlytin almost apeasant 

of governments in providing not only schools o ^tcultural eO 
cation but also the means of more general education on which the 
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success of any technical training must rest. Co-operation also 
played a large part in making it possible to finance agricultural 
improvement. In Germany, various types of co-operative bank 
were developed in the nineteenth century, the most influential 
being the Raiffeisen village banks, first formed in 1894, and subse¬ 
quently copied, with local adaptations, in many parts of Europe, 
Asia, and Africa. The essential feature of these banks was that all 
their members pledged all their possessions as security for the 
banks’ solvency. The banks were able to raise a certain amount of 
capital by borrowing, and this, together with deposits received and 
any share capital (the earliest German examples had none), 
provided a fund from which loans at reasonable rates of interest 
could be made to reliable members for sound schemes of improve¬ 
ment. Co-operative banks of this kind, operated very cheaply 
by honorary officials, proved extremely successful, and for 
innumerable farmers made possible the first steps towards more 
intensive production. Once some intensification had been achieved 
and more produce had been put on the market, the resultant 
increase in income made easier the accumulation of capital for 
further improvement. 

All these changes helped to make it possible in the twentieth 
century for intensive farming on family holdings of not more than 
about fifty acres, with fairly high capitalization in proportion to 
area and a small amount of hired labour, to be firmly established 
in many parts of Western Europe, including the rural areas of the 
more industrialized countries. Farming of this kind supplied a 
large and increasing part of the food requirements, chiefly of dairy 
and live-stock products, of the industrial regions. Denmark, the 
Netherlands, and Switzerland, in particular, established prosper¬ 
ous agricultures of this type, overwhelmingly dependent on export 

markets, and providing the rural population with relatively high 
living standards. 

I easant farming in Europe made much less contribution to 
satisfying the industrial regions' rising demand for grain. Most of 
tie cereals grown on small farms were consumed locally. But 
during the nineteenth century the great estates of Eastern Europe, 
especially in Hungary, Romania, and Russia, made a larger and 
arger contribution to the international grain trade. From about 
1880 the expansion of exports was particularly rapid, and on the 
eve u t ie first World War Russia and the Danubian countries 
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were supplying over 26 million quarters of wheat per year to 
the rest of the world, more than 40 per cent of the total amount 
of wheat traded internationally. The increase of production was 
probably attributable, not so much to improved methods and 
equipment, though they had their part, as to the more intensive 
application of labour which the growth of population, without a 
corresponding increase in alternative means of employment, made 
possible. 

The breaking up of the great estates after the First World War 
led to a large increase in the proportion of produce consumed 
locally and a corresponding diminution of the supplies which this 
region put on the international market. In much of the area, arable 
farming predominated, and the rate of capital accumulation was 
very low. Because of this and because the development of more 
expensive machinery offered greater efficiency, doubts arose as to 
whether new demands which grew later as a result of increased 
industrialization nearer home could be satisfied by peasant 
farmers. 

In the U.S.S.R., where uniformity of soil conditions over large 
areas made the advantages of mechanization specially great, the 
assumption was made that they could not. The problem that posed 
itself there with the adoption of the first five-year plan in 1928 was to 
increase output per man in agriculture, so that more labour might 
be put into manufacturing work and more food made available. 
This was needed both for consumption in the growing industrial 
regions and for export as a means of payment for some of the 
essential equipment of industrialization which had to be imported. 
The answer was sought in collectivization, which was extended 
much more quickly than had originally been intended. Between 
1929 and 1934, 18 million peasant farms were organized into 
250,000 collective farms using up-to-date machinery. 

At first the experiment was a failure in economic as well as 
human terms. The peasants resisted collectivization both passively 
and actively, especially by slaughtering great numbers of their 
farm animals rather than hand them over to the new collective 
farms. The required surplus for the market could not be obtained 
from increased output and was sought instead by using tighter 
organization to press down the amount of the peasants’ own 
consumption, at times to near starvation level. Gradually things 
improved, though much less than was suggested by contemporary 
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official statistics. Much labour was released for work in industry 
and, pardy because the agricultural population had been so huge 
as to encourage its wasteful employment, this loss was offset by 
greater output per man among the remainder. But further pro¬ 
gress was hampered because investment in agriculture was subor¬ 
dinated to that in industry. The live-stock losses of the early days of 
collectivization were not fully replaced during the nineteen-thirties. 
A recent official index of production, which appears to be unin¬ 
fluenced by the political inhibitions that determined the form in 
which statistics were presented at the time, shows (with 1913 as the 
base year) a decline in live-stock farming from 129 in 1929 to 119 
in 1939. The corresponding index for crop production rose from 
116 in 1929 to 125 in 1939, but even for crops the physical yield 
per hectare, though it had revived appreciably in the ’thirties, was 
still a little below the level of 1913. To ensure the supply of urban 
needs the government therefore continued to keep consumption by 
the farm population at a very low level. This, in turn, minimized 
the incentives given to those in agriculture and helped to keep 
down farming efficiency. Twenty years of such policies, together 
with wartime losses, left agriculture in a condition in which it was 
becoming increasingly hard to keep pace with the needs of indus¬ 
try and the towns, even though output and productivity had risen 
absolutely. After 1953 the agricultural population was encouraged 
by reductions in compulsory levies, wage increases and very great 
increases in the prices paid for farm products, while investment 
and the cultivated area were expanded more rapidly than before. 
As a result, despite some serious failures (for example, in the out¬ 
put of the new lands) agricultural production appears to have risen 
fairly fast for a few years, the figures for grain, milk and meat 
production in 1960 all being more than 50 per cent above those for 
1953. But the growth of output was soon checked again and still 
lagged behind industrial needs. Thus the economic achievements 
of collectivization were not very impressive. Nevertheless, when, 
after the Second World War, there was the same problem of 
increasing food output in other parts of Eastern Europe in order 
to assist industrialization, a solution was sought by somewhat 
similar means. The motives were no doubt political and ideological. 
The economic results were mixed, but in many places they ap¬ 
peared to have a good deal in common with those of the earlier 
stages of Russian collectivization. 
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Internal colonization and intensification of farming enabled the 
old lands of Europe to meet many of the increasing needs of in ° u ®- 
trialization, but by no means all of them. There were for the first 
time both the need and the means to bring into use the great fende 
spaces, hitherto almost unoccupied, of the U.S.A., Canadaflra ^ 
Uruguay, Argentina, Australia, New Zealand, and Siberia. Here 
the problems were quite different. There was no need to seek means 
of wresting the utmost yield from a limited and crowded land For 
most of the nineteenth century, land was so abundant in these 
countries (except in so far as its supply was restricted by govern¬ 
ment ordinance, which was not normally to any 
tentl that neither its cost nor the need to maintam its fertility 
was a major agricultural consideration. What was sought was 
some means, other than a large labour supply, of securing what 
the land would yield with a suitable minimum of human 

gU The C methods adopted varied greatly according to natural 
conditions, the accessibility of markets and the extent of settlers 
resources. Even in these new areas the first settlers on any frontier 
could usually do nothing beyond providing for their own subsis- 
tence. But where there were good natural communications and as 
artificial communications were extended, specialization became 
possible. In areas of much open land and few settlers, in contact 
with more populous regions, one possibility which became increas¬ 
ingly attractive as the industrial areas’ demand for wool, hides, and 
meat expanded, was extensive live-stock raising. In Australia, for 
example^ the earlier nineteenth-century areas of settlement were 
near the coast and were characterized by much large-scale sheep 
farming which was gradually pushed into the interior by cattle- 
ranging. As settlement increased, this in its turn was replaced in 
some regions by arable cultivation, and the cattle rangers moved 
north to other coastal districts and parts of the interior There was 
a great abundance ofland, and very large tracts could be leased for 
a trifling sum-the nominal rent was often only about £. per'square 
mile per year and, in the absence of accurate surveying, it might 
in fact be much less than that. In these condiUons it was possible 
for large flocks and herds to be kept on a semi-nomadic system. 
Once a few permanent settlements with regular communications 
had been established, this system could be, and was, operated 
over a very wide area, because cattle rangers mamtained their own 
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communications on horseback and animals could be driven long 
distances on the hoof. 

Similar conditions led to extensive ranching elsewhere. In North 
America it had existed near many of the fringes of setdement in 
colonial times, and in the first half of the nineteenth century it in¬ 
creased considerably, especially in Texas. Its greatest development 
came in the twenty years after the American Civil War. The lands 
beyond the Mississippi were then becoming better known, but 
permanent setdement of the west was only just beginning; the 
American market was rapidly expanding, and the westward 
movement of the railheads and the meat-packing industry helped 
western cattlemen to keep in touch with it. From western Texas 
to the Manitoba boundary a great open stretch of land, costing no 
rent, was available for cattle ranging, and a single herd could 
wander over huge tracts. In Texas in the eighteen-seventies one 
rancher had the run of 4 million acres on which to keep 225,000 
cattle. Farther west, on more arid lands, there was considerable 
sheep-farming by squatters with large flocks roaming over wide 
areas. The end of this system came with the increase of permanent 
settlement, when squatters’ lands were occupied by others and 
gradually brought under cultivation, and the invention of cheap 
barbed wire made it easy to confine ranging cattle to a smaller and 
smaller area. But under more settled and defined conditions, much 
large-scale live-stock raising still went on in the U.S.A. In various 
other parts of the world, notably Argentina, Uruguay, and Brazil, 
it was extending rapidly at the end of the nineteenth century, and 
industrial Europe became dependent on them for a considerable 
proportion of its meat supply. 

The new lands also contributed much to satisfy the industrial 
regions demands tor grain from about 1870 onwards. The earliest 
important new sources of supply were the Canadian prairies and 
the trans-Mississippi lands of the U.S.A. The settlement of the 
American \\ est in the last third of the nineteenth century went on 
in conditions which permitted specialized production from the 
outset. Railways were already open, and farmers were in touch with 
the rapidly growing markets of the eastern states and, beyond 
them, those of Western Europe, which were as important as the 
home market until the end of the nineteenth century. In the north¬ 
ern states oi the American West, and in the Canadian provinces 
over the border, there was specialization in wheat production from 
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the beginnings of substantial settlement. Immediately to the south, 
specialization was directed to the cultivation of maize for stock- 

raising. . . , 

It was where there was large arable cultivation, with a limited 

labour supply and easy access to valuable markets, that mechaniza¬ 
tion made its greatest contributions to agriculture in the latter halt 
of the nineteenth century. Primary attention was given to economy 
in the use of labour, and most serviceable of all were machines 
which reduced the need for human labour at times of peak 
demand, such as harvest. Though effective reaping and threshing 
machines had been introduced in the first half of the nineteenth 
century, they were nowhere in general use in 1850. In the next 

half-century the mechanization of agriculture was greatly extended. 

Reapers were supplemented by binders, and before the end of 
the century reapers, binders, and threshing machines together 
were developed into effective combine-harvesters. New machines 
were invented for planting and harrowing and for all the opera¬ 
tions of haymaking and stacking. In the U.S.A., above all, very 
great use was made of these inventions. I he value ol farm imple¬ 
ments and machinery there increased from $246 million in i860 to 
$761 million in 1900, and $ 1,265 million in I9 io. In the twentieth 
century it soon became possible to bring mechanical power on to 
the farm. Horse-drawn machines were replaced by others driven 
by petrol engines, and the use of electricity enabled more tasks, 
especially within the farm buildings, to be given over to machinery. 
The increase of mechanization continued. In the U.S.A the value 
of farm machinery reached $3,600 million in 1930, and there was 
a rapid growth in the twentieth century in the use of machine ty 
in every leading agricultural country. It contn ute muc 1 o 
great increase in the productivity of agricultural labour which in 
the U.S.A. was estimated to have quadrupled (in terms of net ou - 

put per man-hour) between 1869 and i 9 55 - 

The introduction of extensive agriculture mto enormous unused 
areas of land was perhaps the most important factor of all in 
enabling the world to support a population which doubled in a cc - 
tury, while a smaller proportion of the total was directly engagee 
in food production. But though on balance there was an enormous 
gain in output, there were some losses to be set against it. Some 
land which had been potentially a permanent source of produc¬ 
tion was made to yield for a time and then left incapable, 
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temporarily at least, of producing more. The great abundance of 
land in new countries with a moving frontier tempted many men 
to use it wastefully. Successive exhausting crops were taken off it 
with no attempt at a scientific rotation and without adequate 
application of manure or other fertilizers. Other activities on the 
land, such as rapid deforestation with no replanting, also contri¬ 
buted to declining fertility in some regions. The extent of such 
damage in the world as a whole is a matter of much doubt and 
controversy. In the U.S.A. alone investigation in 1930 suggested 
that, in a crop area of 413 million acres, 35 million acres were unfit 
for further cultivation, and a further 125 million acres had suffered 
some decline in productivity through loss of topsoil. Though there 
can be no question that what was done to change the nature and 
extent of agriculture enormously increased the world’s capacity to 
meet its increasing basic needs, it is clear that the way in which it 
was done prevented the improvement from being as great as it 
could have been. 

Neither the more intensive use of land near to the new manu¬ 
facturing regions nor the agricultural settlement of the empty, 
fertile lands in temperate latitudes was sufficient to meet all the 
demands which a manufacturing economy made on primary 
production. A greater contribution than before was sought from 
the tropical and sub-tropical regions. The few commodities, such 
as sugar, tea, and tobacco, which they had formerly supplied to 
Europe in significant quantities were in much greater demand as 
population and the average level of incomes rose. A widening range 
of manufacture was necessarily dependent on a supply of raw 
materials which were entirely new or had previously been little 
used. Early in the nineteenth century raw cotton was becoming 
one of the chief commodities of international trade. A hundred 
years later rubber was achieving comparable importance, though 
by that time it was becoming unusual for industry to take up new 
agricultural raw materials, and in the mid-twentieth century 
rubber began to be pardy replaced by synthetic substitutes. Rising 
incomes led also to a demand for a more varied food supply, which 
was partly met by tropical production. Former luxuries, such as 
coffee and cocoa, became articles of mass consumption. Exotic 
fruits, such as the banana and the pineapple, which until well on in 
the nineteenth century few people in Western Europe had even seen, 
came in the twentieth century to be shipped there by the million. 
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Many of the economic problems which had to be overcome in 
securing an adequate output from tropical regions were funda¬ 
mentally the same as existed for agriculture elsewhere but they 

manifested themselves in different forms^One dtffic^ was hat 
as in many temperate regions, much good land was under-utilized 
or left entirely to nature because of lack of labour But this could 

not be easily remedied by attracting from surplus Z^“ e dge to 
elsewhere free settlers with sufficient possessions and knot.''edge 
make effective use of the land. The solution m the^lmuted am 

of tropical colonial agriculture in the seventeenth^and empffiy 
centuries had been to import and breed slaveyt and employ 
them under white supervision. But, m the tat-ngofsometronca 
crops at least, slavery was a costly and mcffic.ent sy tern by the 
end of the eighteenth century the experience of both \ irgiman 

tobacco planters and West Indian sugar planters was showmg the 

difficulty of maintaining the productiv.ty of sh 

economic level. A suggested solution was an in simple 

chines, and where, for a key operation, --.^'irngvery simple 

could be devised, great improvements rtsu e ■ of such 

gin, invented in .793. was the outstanding .example 
a contribution, specially valuable < mirhincrv lor 

by mechanical power. But dhheult to devise- 

use in raising many types of tropi P. h to which most 

and made demands on the skdl of h Qf m « chinL . ry ul .imately 

made 8 to the 

ture, but the usual res “ U ^^^^^^^"suffered more than 

nineteenth centu^the old- 

established tropical regions “^“^P^more iibundant labour, 
mainly on the use of more elTicic nr pwuresofitsown 

Slavery gradually gave way before^ e combine and of strongcr 

economic inefficiency in some of its t - . replaced 

humanitarian feeling. Slave labour was (above 

to a great extent by other labour subject 

all from China) under contract for a sptcilicd p > o( - 

to rigorous supervision and to had in maintaining 

T». d 'V“ i„" „f marketing and labod. 
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colonies in the second half of the nineteenth century, Trinidad and 
British Guiana expanded their output considerably, but Jamaica 
did not, and remained in a state of economic stagnation and distress. 

On the whole, the increased supplies which were required from 
the tropics were obtained to only a small extent from the old colon¬ 
ies. A more important contribution came from bringing large new 
areas into production. Shortage of labour and a desire to econo¬ 
mize in capital investment both contributed to attempts to make 
fuller use of what was provided by nature. In the late nineteenth 
century various European trading companies obtained very large 
concessions, notably in tropical Africa, cither from their own govern¬ 
ments or from native chiefs, and within the areas thus conceded 
secured whatever was naturally available and readily marketable 
by inducing or compelling the natives to collect it. But this system 
made no contribution whatever to productive expansion, rather 
the reverse. It was economically inefficient, and could not keep 
pace with the growing demand for tropical produce, because it did 
nothing to modify the subsistence basis of the local economic life 
and to widen the range of commodities available. It also created 
political and social frictions which brought it into increasing dis¬ 
favour as experience brought changing views of the function of 
colonial administration. For these various reasons its use rapidly 
diminished in the first half of the twentieth century. 

far more important economically was the spread of European 
agricultural enterprise. I his was achieved mainly by the establish¬ 
ment of plantations in hitherto uncultivated areas, through the use 
of Western capital and supervision and large quantities of local or 
imported coloured labour. In many ways, such as their dependence 
on a large labour supply and the sources from which and terms on 
which it was recruited, the plantations in new areas resembled 
those in old colontes. But the modern plantation was unhampered 
by the traditions and the debts of the earlier system, and though 
individually many ventures failed, the extension of plantation 
agriculture to new regions led to a great increase in output. The 
contributions which the plantations made to agricultural improve¬ 
ment were of many kinds. The difficult and expensive work of 
clcai ing large areas for agricultural use for the first time was one; it 
was work which needed more capital than was available locally. 
Another was the introduction oferops which were entirely unknown 
locally, but which were in increasing demand and could 
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conveniently be grown there. The creation of the great Asiatic 
output of rubber in the twentieth century, for example, was due to 
the pioneering work of plantations, even though small native 
producers soon came to supply an appreciable part o t e output 
after the plantations had demonstrated the value of the crop. It 
was not until 1877 that the rubber tree was introduced to Malaya, 
and not until just after 1900 that it began to be planted there on a 
large scale. But it quickly began to replace the loca food crops for 
which imports were substituted, and by 1938 nearly two-thirds of 
the total crop area was under rubber trees. The rubber tree was 
similarly introduced by plantations to the Netherlands East Indies 
and French Indo-China, and the three countries established 

themselves as the main sources of the world s ru er supp y. 

Some plantations played an important part in the introduction 
of more intensive production through the use of better farming 
methods, higher-yielding plant strains, and more machinery, not 
merely in cultivation, but more particularly in the preliminary pro- 
cessing operations performed on certain crops, nota y sugar, , 
and sisal, soon after harvesting. There were increasing incentives 
for such intensification. By the second quarter o e 
century the indignities associated with the recruitmen o c 
labour had led to the imposition of restrictions on it in the chiet 
sources of supply, and a number of plantation areas found cheap 
labour less plentiful than before. Others, of which Java was the 
outstanding example, were in a situation where t c oca P P 
tion had expanded so much as to limit severe y t e amoun 
available for use by plantations. In both cases it was tiec 
seek technical improvements to maintain yie » a ol |j» , . 

one of the chief factors of production could e use . * 

the technical problems thus posed were e ective y s0 * . - 

times, perhaps, too effectively: the sugar pro uction o J 
nineteen-twenties underwent such technical improveme 
tribute a good deal to the temporary glutting 0 c wo . * 

The intensification of cultivation was something which natwe 

producers also in many countries began to e en mPt v 10 f i« 
achieve in the twentieth century, although earlier their methods 

of farming had been nobody’s concern but * eir ov ^' , 

tropical areas, especially in South-east Asia, t e size o e p P 
tion grew rapidly under colonial rule, an mere y 1 
maintain current standards of local consumption it was becoming 
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impossible, as the supply of unused land diminished, to continue 
reliance on traditional extensive methods of shifting cultivation 
under which land, once abandoned, was often exposed more to the 
destructive than the restorative influences of nature. Moreover, as 
the economies of colonial areas became more commercialized, 
there was increasing need for native farmers to produce a surplus 
above their own subsistence needs, either directly for export or else 
for sale to those who were engaged entirely in production for ex¬ 
port. It became part of the policy of many colonial governments 
to demonstrate new techniques to native farmers and encourage 
them to use them, to help them to obtain better strains of seed, and 
to assist them to grow new commercial crops. In various cases 
also native producers took up spontaneously the cultivation of crops 
introduced to their vicinity by plantations. It was particularly 
easy for them to do this where it involved only the planting of a 
few trees which required little attention and made no serious en¬ 
croachment on land used for raising subsistence crops. Peasant 
production for the market, in fact, underwent a great expansion 
in the tropics in the first half of the twentieth century. By the 
nineteen-thirties the only important tropical crops in the supply of 
which peasant farming had no appreciable share were tea, coffee, 
sugar, bananas, and sisal, which were difficult to produce and sell 
without an amount of capital beyond the reach of peasants. There 
were some crops, for example cocoa, the overwhelming proportion 
of which was supplied by small native producers. The rest of 
the world had become more dependent than before on tropical 
supplies. The enterprise and technical improvement which 
were needed in order to create them came from outside, from the 
industrial and commercial regions in which the demand was 
concentrated. Much of the necessary labour was also imported. 
But an increasing contribution came also from the more effective 
application of the human resources of the productive areas 
themselves. 


ill 

M inerals 

The contribution which primary production made to the rapid 
growth of output was not limited to agriculture. Indeed, it is evi¬ 
dent from the utility of the figures of coal and steel production as 
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indicators of the extent of nineteenth-century indnstnalizatwn that 

certain minerals had the most direct possible infliience Techrn 
cally, the most pervasive feature of industrialization was the us e of 
fever-increasing amounts of energy, developed and appli y 
mechanical means. The immediate source of most of this ene gy 
was the burning of mineral fuels, principally coal, coke, and lign , 

with a steadily growing proportion of oil in the *w ent ^* 

The winds the natural flow of water, human and animal ettor 
counted for much less than they had done when the total cmusump^ 
tion of energy was very much smaller. con in. intro- 

variety of manufactured goods was also depcnden on he 'n ro 
duction of more and more processes which mvolved the apphcahon 

of heat as a means of altering the chemical ““ mu “°, n ° r ^ 
characteristics of industrial materials. So the demand for mineral 

fU l't S w“ *fhu g e aU neTd n foffuel. more than anything else, which 
kept up the demand for minerals more or less proportiona e y 
the gro wth of manufactures. In general, especially_.n the 
century, an increasing proportion of manufactured goods has come 

to result from elaborate productive processes Thu. more ofTheir 

value has been attributable to the manufacturing wor^put . 

them, and the amount and value of the raw of energy 

embody has not increased as much. But t e c° economics 

has not been subject to quite the same mfluence. Large eeonom.es 

have been made in the twentieth century in the o“™P“° ° 

fue,, bu, they have beeni offsett by other changes. 

trssusu. xri 

mechanically^ of maculae,nring 

human physical effort in a g<eat, nctions outs i de manufacture, 

processes and to carry out economic and in household 

above all in transport but also in c s _ most of the 

services. As these non-manufacturing minerals so that in 

raw materials which they used directly were nrmera^s so diat in 

another way they helped to raise the demand for ™ cra “ r 
tively to the demand for raw materials of all kind . The consump 
tion of raw materials in manufactures showed a similar tendency. 

As manufacture expanded, capital goo nature had 

more of its total output and most of these by *eir very na ure hati 

to be made mainly from metals, especially iron. But, more gener 
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ally, manufacturing industry gradually relied relatively more on 
mineral and relatively less on agricultural raw materials. This was 
mainly because minerals were physically adaptable to a wider 
variety of technical needs, but there may also have been some 
supplementary influence through prices, since the use of land to 
produce agricultural raw materials was bound to be affected by 
the competing need for more food for a rapidly increasing world 
population. 

On the whole, therefore, the tendency of manufacture to become 
more economical in its use of raw materials has imposed only a 
minor check on the growth of the demand for minerals, especially 
as the minerals needed in the largest quantities, the fuels, are those 
which are consumed at one use and cannot be re-used after revert¬ 
ing to scrap. The rather rough and ready figures of world output 
which exist suggest that from 1880 to about 1920, the great age of 
the universal adoption of steam power, the use of minerals was 
growing faster than the output of manufactures and that since then 
the divergence, though not a large one, has been in the opposite 
direction. Recent tendencies can be clearly illustrated by a few 
figures. Between 1938 and 1958 the world’s output of manufactures 
is estimated to have risen two and a third times, its output of min¬ 
erals was rather less than doubled, its output of agricultural raw 
materials increased by 40 per cent. Even though the growth of 
mineral output was beginning to lag a little behind that of manu¬ 
factures it was absolutely very large. In 1958 it was fourteen or 
fifteen times as great as in 1880. 

This great increase in the dependence of production on the 
exploitation of mineral resources involved both a widening of the 
variety of minerals for which a commercial use was found and the 
development of mass consumption of a few of them. Before the 
nineteenth century the range of minerals regularly used in industry 
was fairly narrow. Iron, copper, tin, lead, and zinc were the chief 
metals, with the addition of silver and gold for ornamental and 
monetary purposes. Stone; was of the first importance for building 
and various clays were used abundantly for pottery and brick- 
making. Some of the manufacturing industries found a few other 
naturally occurring compounds essential: potash, for example, or 
alum which was used in dyeing. Coal was increasingly used in 
Europe, especially in Britain, but in general it could scarcely be 
regarded as more than a minor fuel. Except for the building 
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materials hardly any of these commodities was needed in great 
quantities. None of the rest could compare in importance with 
wood, which had a threefold value, as a fuel, as a building material 
and as the most variously used constituent of non-textile manu¬ 
factures. 

The earliest technical innovations of rapid industrialization 
changed fundamentally this state of affairs by making coal and 
iron into key materials which replaced or supplemented wood in a 
great many of its uses, and which had also to meet independent 
new demands that soared from year to year. Requirements of other 
familiar minerals also rose more quickly than before though much 
less than those of coal and iron. But for many years the range of 
minerals used in industry was increased hardly at all. It was in the 
late nineteenth century that clearer signs of a different sort of 
change began to appear. Coal and iron remained, in terms of sheer 
quantity, the great mineral raw materials, though iron was being 
treated and used in new ways. But the use of some of the well- 
known metals, notably copper and zinc, began to grow a good deal 
faster even than that of coal and iron; and two other commodities, 
oil and aluminium, which had been quite without industrial signi¬ 
ficance in the mid-nineteenth century, came to be used in bulk. 
More novel was the great widening ol the variety of minerals 
wanted in industry, especially from the nineteen-twenties onwards. 
A few, of which nickel was probably the most important, were used 
for quite a variety of purposes and in substantial quantities. Many 
others had only one or two highly specialized functions and total 
consumption throughout the world might amount to no more than 
a few thousand tons per year. Yet they were meeting industrial 
needs that often had repercussions over a wide range of manufac¬ 
tures and which must have remained unsatisfied without them. 
Borax, bromine, chromium, molybdenum, titanium, and tungsten 
arc only a few of the minerals which became industrial essentials 
in the twentieth century. 

The origins of this diversification of demand were to be found 
both in the nature of industrial technology and in the sheer size of 
the increase which took place in the total requirements of materials. 
The combination of these two types of influence is best illustrated 
hy the changing demand for fuel. As the consumption of energy 
grew so rapidly it was likely to stimulate the search for new sources 
of supply, especially as it became more difficult to keep down the 

5 1 



A Short History of the International Economy 

cost of mining coal. New scientific knowledge had already made 
internal-combustion engines a practical possibility while the steam 
engine was coming to dominate the world’s industry in the late 
nineteenth century. A drastic change in the relative importance of 
different fuels was promoted by continued improvements in the 
efficiency and power of internal-combustion engines thereafter, 
their adaptation to every form of transport, and advances in the 
design of oil-burning furnaces. It is possible to make reasonably 
approximate comparisons by estimating the amount of coal that 
would have to be burned to produce the same amount of energy as 
is being derived from any other specified source. On this basis in 
1900 only about 5 per cent of the world’s commercial use of energy 
was derived from oil and natural gas, and even in 1938 not much 
more than 25 per cent. But by the late nineteen-fifties oil and 
natural gas ranked nearly equal with coal as energy sources. These 
far outweighed any others, though by that time the use of water¬ 
power had undergone a significant revival through hydro-electric 
generation, and a beginning was being made in the use of the 
nuclear fuels which could be derived from uranium and 
thorium. 

More varied demands for non-fuel minerals were often derived 
from closely related technological developments. More powerful 
engines and hotter furnaces were dependent on improvements in 
metallurgy, as were many other advances in engineering, and 
several of the new minerals were needed mainly in association with 
the old, especially in steel alloys, to provide new properties. 
Materials were needed that would have greater strength or hard¬ 
ness or cutting-power or immunity to physical and chemical change 
at higher temperatures or lightness without undue sacrifice of 
strength; and in meeting these needs minerals hitherto neglected 
were found ideal. Molybdenum became one of the main require¬ 
ments for harder steel alloys. Chromium also became an important 
constituent of steel alloys and chromite ore came into use as a re¬ 
fractory in furnace linings. Aluminium and, to a less extent, mag¬ 
nesium were employed where lightness was a major consideration, 
as, for example, in the building of aircraft. The rise of other new 
industries also had a disproportionate effect on the use of particular 
minerals. It was, for instance, the rapid twentieth-century growth 
of the electrical industries that caused the demand for copper and 
brass to rise faster than that for other familiar metals. And by the 
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nineteen-forties there was a lesser but nodceabie supplement to the 
fuel demand for oil as petroleum came to be the 
from which were synthesized thermoplastic materials that 
entering into an ever-widening variety of finished goods. 

The nature and extent of the demands suggest the possibly of 
serious strain in meeting them. When some of the genera 1 descr^p 

tions of growth are translated into detailed figures fl' r tTut imo 
particular materials that was actually achieved, the effort pm into 

the task becomes all the more obvious. The wor had passed 

of coal, which was only about ,35 million tons m .860 >« d P aSS “ 
7 oo million by .900 and ,,700 million by . 955 - The world sod 

production was still below 1 million tons in 1 7 > 

figure exceeded 50 million tons for the first time .019 3, ™ 

lion in 1921, 200 million in .929 (an isolated peak not attained 

again until 1934), 400 million in '94/> an d ° ubled by ,898 and 

Iron-ore production, 40 million tons > as examp le 

doubled again by 1927. Output ot me c ( g_ r 

one of the newer minerals) was negligible unt.l^r .875 but 

reached io,ooo short tons a year n 99 > 

IO Yet*for*many' years the task of keeping “P 

supplies was among the more stra, S 1 ^oTtract more of familiar 
industrialization. 1 he main need ^ ^ thrce chie f in dus- 

mmerals in familiar places. As late < a nv with much 

trial countries, Britain, the U.S.A., accounted for all 

smaller contributions from franco am r h ’ ■ changes 

but a tiny fraction of the world's coal o-P^^^Xiugh not 
in the countries supplying other m bc obtained by 

unknown. As more was icquiicd dn new on es in the 

carrying existing workings deepci ^ cchnita f sid( . th c cumula- 
vicinity of those already in use. On cm( . nts was usually 

tive effect of piecemeal, empin . 1 ,-mrincs stronger 

enough: more powerful winding ant P» ^ | n)| > g and borj „g 
ropes for winding equipment, more 

machinery, and so on. changed by the 

In the late nineteenth century ^ minera | s in what had 

approaching shortage ot somc f i< > ^ demand for new 

been the mam producing distncts i arcs and V vere 

minerals that were not to be found in “ of mining 

sometimes not obtainable at all by existing techniques g 
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and quarrying. Activities in the old producing areas had already 
indicated one of the main ways to resolve the new problems, for in 
some of these, chiefly in Western Europe, the mid-nineteenth 
century had seen the inauguration of geological surveying on an 
extensive scale and this helped to make mineral prospecting a less 
chancy business. In the next fifty years the improvement of survey 
techniques, their illumination by accumulating new knowledge in 
the geological sciences, and their application to many large areas 
previously of little commercial significance showed the existence of 
enormous and varied mineral resources and made it much easier to 
judge where it would be worth while to invest in their develop¬ 
ment. In some cases it became evident that many different minerals 
were to be found in the same region. But, in addition to the more 
general search, special survey techniques were devised in seeking 
particular minerals often located far from other commercially use¬ 
ful resources. This was particularly true of oil. Most oilfields were 
almost certain to remain undiscovered until exploration could be 
guided by specialized geological knowledge, and the huge finds 
made since the First World War have depended very much on the 
application of new geophysical methods to prospecting. 

Supplementing the results of more scientific exploration were con¬ 
tinued improvements in the technique and equipment of mining 
and extraction. Many ol these were great extensions of the sort of 
improvements that had been built up gradually over a long period 
in the past. Many were strictly comparable to changes taking 
place at the same time in manufacturing industry: the mechan¬ 
ization of actions formerly done by hand, the application of electric 
power, the recording and control of physical conditions by auto¬ 
matic instruments. Others, however, were more novel in kind. The 
drilling ot an oil-well and the control of its flow exemplified the 
adoption of a new technique to meet a new need. To obtain sup¬ 
plies ot some ot the new minerals economically the most important 
technical advances needed were in the methods of extraction and 
refining rather than in mining. Some that were wanted in only 
fail ly small amounts were to be found in ores that were worked for 
the sake of other metals contained more abundantly in them and, 
when the price justified it, these minor elements could be extracted 
as b\ -products instead oi being dispersed in the waste gases or solid 
spoil. Thus between the two world wars cadmium came to be 
obtained mainly in the course of purifying zinc ore, and in the 
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nineteen-forties the demand for uranium became such as to make 
it worth while to extract it from the waste dumps of South African 
gold mines. Improvements in processing also effectively added to 

die commercial supply of those minerals that had a 

by making it profitable to mine ores of lower grade. In particul , 

the twentieth century development of the flotauon P™“ ss ° f “^ 
centrating ores made it practicable to use immense ^>ppl.esoflo^ 
grade copper ores that must otherwise have een n g 
llso to begin the exploitation of new Australian supplies of lead 

an Thte C new influences on supply helped to bring ^t great 
changes in the location of the world’s mmmi praduct m nd i i 
the relation between mineral producer and the nun nd s l 
ized regions. Before the coming of mechanical transport the sheer 
bulk of most minerals greatly restricted trade m most of them 
except between points close to the sea or navigable nvers. Tjie 

presence of coal and iron ore within a country, no international 
each other, was one of the major influences on the uiternat.onal 

distribution of industry in the nineteenth «mury. Bu 9 

the scope for new mineral discoveries within the more^densely 
populated industrial countries was already very mall. The^ great 
est opportunities for mineral exploration and ^p'o.tation were 
those countries which had both a large industrial ba as and txten 
sive territories awaiting settlement and econojmc 
The U.S.A. was the supreme 

European enterprise and capital, par y , V ast and 

states of the west in the late nineteenth century , needs of its 

varied mineral output sufficient to meet most of he 

own expanding industry and P ro ^^ersdsewhere. Russia also 
commodities for sale to industrial produ • vvhich were 

had great, though widely dispersed, mineral resources which we- 

developed more slowly while her own manu a century The 

small, but much more quickly in the m‘d ; twent.c,h century. The 

main effort in mineral production, ap t territories of 

went for many years into some of the o ner .a g hi h 

w^itc settlement where incomes and s 1 s w possible to 

promising geological conditions were note ^ * c|a „ y {ro ^ n Britain. 

attract enterprise and capital from ab » ^ , international 

Canada, South Africa and Australia all emerged as m 
mineral suppliers and all had enough supplementary attributes to 
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be able to use their mineral development fairly promptly to assist 
their own industrialization. Among other comparable areas Brazil 
developed large newly discovered fields of iron ore. 

But some particular minerals were sought and found in still 
more remote places, some of which had previously had hardly any 
connexion with the world's general commercial activities, and in 
these almost the whole enterprise of mineral production and its 
ancillary services had to be initiated and for many years main¬ 
tained from abroad. New Caledonia in the eighteen-seventies was 
the first place to supply nickel in commercially useful quantities. 
Tin mining in Malaya was begun in small undertakings by Chinese 
immigrants, but its rapid development did not come until a much 
larger scale of operations was introduced by European companies, 
of which the first was established there in 1892. By the nineteen- 
thirties European-owned mines accounted for nearly 70 per cent 
of Malaya's tin output, which was about one-third of the world 
total. It was, however, the search for oil which took European and 
American enterprise most frequently into remote and economically 
backward areas. The U.S.A. was consistently the biggest oil pro¬ 
ducer as well as oil consumer. Indeed, down to the early nineteen- 
fifties there was hardly any year in which United States production 
did not exceed that of all the rest of the world. But, except for 
Russia, no other appreciably industrialized country produced 
much oil in the early twentieth century and by the nineteen-fifties 
even the U.S.A. was consuming more than its current output. 
Supplies were sought from all over the world, wherever geological 
conditions suggested exploration might be worth while and prac¬ 
ticable arrangements could be made for working - from Romania, 
Persia, Burma, the East Indies, and the southern Caribbean. As 
demand increased so did the intensity of exploration, which natur¬ 
ally concentrated more and more on the areas where experience 
showed that the most abundant cheaply worked supplies were 

These conditions meant that while the number 
of sources tended to increase, their relative importance could 
change with astonishing rapidity. Particularly striking was the rise 
of the Middle East in the nineteen-forties and ’fifties to become the 
main source of oil for consumers outside America and the com¬ 
munist bloc. Commercial production of oil began only in 1939 in 
Sa‘udi Arabia and in 1946 in Kuwait, yet by 1958 these two coun¬ 
tries were providing over one-third of the world total of exports, 
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while another third came from Venezuela, where oil production 

began in a small way during the First Worl ar. aimer 

The continually rising consumption of minerals and t P 

sion of the areas of supply might have seem,'d t° be gradu^Uy 
shifting industrialization on to a more precano rdf >d 

especially in the twentieth century. Minerals may be regarded a, 

wasting assets, liable to be consumed once or a , in often 

vegetable raw materials which may be renewed re^arly^often 

annually, by new growth. To have become mcreasi g J f rom 

on the former and less on the latter looks a little like^ayug^ 

the path of prudence into courses which inevita > industri- 

impassable limits of scarcity. And for many of 
alized countries the use of new minerals mean P d ized 

supplies beyond their own control, which mig J 

by fiscal or military action. . . wavs 

In practice, however, industry was not remote. The 

and if it was threatened, the threat appeal c al Y var i 0 us 

physical adequacy of mineral supplies was sa e S ua materials 

ways, particularly by the sheer quantity of uuworked matenal 

and by the possibility of re-using those already ^ X in swuc- 
fossil fuels are consumed in use. The materia s e scrap can 

tures and manufactured goods revert to scrap, an Moreover, 

be and has been re-processed for productive «he m^te ^ 
in the twentieth century, a rising * that Yf some 

industry has been made by chemical sy ’ acces sible a more 

particular natural material becomes scare , c,,nnlv of energy, 

plentiful one may be substituted for it. jen e Xerable in the 
on which all else depends, shows no sign g which indust riaU- 

near future, despite the soaring use of gy ^ world s com . 

zation has brought. In the late nme ‘** hing 4,ooo million tons 
mercial consumption of energy was appro g s Q f coa i 
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reserves of petroleum, which were rising were thought, 
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on general geological grounds, not unh <- Y of crudc petroleum 
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Yields heat equivalent roughly to 13 economically, 
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ment of techniques is an essential characteristic of an industrial 
economy. Moreover, the earth has many other stores of energy 
(those in atomic nuclei, for example) which technical ingenuity 
may tap, as it has to a small extent begun to do; and the earth s 
energy supply is continually and lavishly augmented by solar 
radiation. 

Political factors have also not had much direct effect on the 
security of material supplies for industry, despite the outcry on 
this subject in the nineteen-thirties. Nor has the diversification of 
mineral needs in conjunction with the geographical dispersal of 
supply seriously damaged the position of countries which indus¬ 
trialized earlier on the basis of a narrower range of domestically 
produced minerals. Though many minerals are very unevenly 
distributed, only rarely has one country been able to monopolize 
for long the known supplies of any important industrial material; 
and few countries have reserved mineral supplies for their own 
industrial production, without being ready to export part of them. 
International competition in supply has been a constant stimulus 
to trade, even to the extent of creating in the mineral markets, at 
most times since about 1880 more favourable conditions for con¬ 
sumers than for producers; and the increasing range of substitutes 
among industrial materials has acted in a similar way. Even the 
greater dependence of industrial countries on imported energy 
supplies is not really a symptom of overstrain in their raw materials 
budget. In the nineteen-fifties North America, Western Europe, 
and Africa were all using more than their own current output of 
energy, but this was mainly a response to contemporary economic 
conditions created by the abundance of energy supplies, especially 
of oil, in other areas which did not require much of it for their 
own needs. North America had large oil reserves and both North 
America and Western Europe had a large share of the world’s coal 
reserves, on which they could fall back if market conditions 
changed. Most of the already industrialized countries still re¬ 
tained abundant energy resources and had raised their pro¬ 
ductivity to a level enabling them to purchase outside whatever 
additional minerals they needed for the maintenance of industrial 
expansion. Only in areas such as the greater part of Africa, which 
appeared to have a less than average endowment of minerals, 
especially of fuels, was there perhaps a serious problem of raw 
material supply; and there the cause was the unkindness of nature 
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and the lack of alternative means to purchase abroad enough of 

what nature had denied at home. , ^ 

For the world as a whole the switch to greater dependence on 

minerals had brought more easement than hazard to “"y^ 

the pace of industrialization increased it was ; ’ , i 

was to be fed, to accelerate the production of affncutourd raw 
materials to keep up with it; and the development o .‘"dustn 

techniques created new qualitative requirements hatthcod 

materials could not always meet. In the eighteenth *ml early 
nineteenth centuries a number of industnes 

narrow margin of raw matenalsuppes and ^ utilizat ion 
prospect. The changes, especially in PP e those 

of ntinerals, in the next hundred and fifty yv*. 
doubts and left the mid-twentieth century w>'h far f ew e r curre 
problems of raw material supply than confronted the pioneer 

of industrialization. 


IV 


Transport and Communications 

Much of the increased output of both 

industries was possible only g . • 

previously far separated in space, c ° u , | (;tausc new and 

more of it was worth while commerc y of nroduction far 

growing markets could be supphed rom^cn of transport 

away. A revolutionary improvement m the el y oduc . 

was thus an essential element in brought about mainly by 

tive expansion. Such an improvcmc n mcn an d goods. In 

applying mechanical power to the mov mec hanical improve- 

some of the wealthier countries -^/^^“ and'early 
ments in transport were intr< ^ duC ^ b ersur f aC es,moresmooth- 

mneteenth centuries. New roads will river-improvement 

ly running carts and carriages to use them, river in P ^ 

schemes and the cutting of aruficial in an^w^_^ ^ economic 

faster sailing-ships, were among ^ faciUtate an d cheapen the 
improvement. They certainly hel P<r d mos tly over fairly short 
transport of both passengers and freig > international corn- 

distances (though better sailing-ships imp^ contribution 

munication, especially ™ forms of trans- 

was a minor one relative to that oi uu. j 

59 



A Short History of the International Economy 

port which came into general use in the second half of the nine¬ 
teenth century. With the coming of the railway, new investment m 
the improvement of roads outside the towns and in navigable 
inland waterways practically ceased, and was not resumed undl 
these in their turn could be generally used by mechanically pro¬ 
pelled vehicles and ships. 

The railway was an innovation with a long period of slow 
development followed by one of sudden tremendous growth. The 
potentialities of railways were obscured both by their technical 
unfamiliarity and by the economic difficulty of experimenting with 
them on an appreciable scale, owing to the very heavy initial 
outlay which was involved. It was therefore only to be expected that 
the introduction of public railways operated by steam locomotives 
should have been over short distances in districts where economic 
advance was most marked, and where, consequently, the need for 
better transport was most urgently felt and the cost of providing it 
could best be met. The earliest developments were in Great Britain 
and the eastern United States, but the success of local lines en¬ 
couraged larger schemes there and, as soon as railways had demon¬ 
strated how much difference they could make to economic life, 
railway building was taken up rapidly in most European countries. 
In the half-century before the First World War new railway con¬ 
struction reached its maximum, and railways spread far into the 
interior of some parts of every continent as a means ol extending 
commerce. Their growth is shown in the table which follows: 
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Africa 

— 
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— 

1 >097 

14,922 
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Railway systems were created gradually. Small networks of 
purely local importance were linked by longer lines, until nation- 

wide systems existed. Small links across national frontiers were 

# 

multiplied, with the result that national systems formed part of a 
greater whole which served a continent. 
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Britain was the first country in which a reasonably comprehen¬ 
sive railway system, was created. By the end of 1850, 6,621 mi es 
were in operation, and these included most of the main routes. 
Subsequent expansion went on through the construction o many 
branch lines, cross links, and short cuts, by a great increase o 
suburban lines, and by the addition of one or two more main 
routes between major towns. There was at first no conception of a 
national railway system, and railways were built and °P c ^ atec ^ 
a multitude of independent enterprises. Yet the result o t le e or 
was reasonably systematic, for this was one activity in w ic t lere 
really was some similarity of private, local, and nationa interest, 
and a few leading promoters soon realized that, in railway enter 
prise, system paid. There were, however, some serious disadvan- 
tages which arose as a result of the haphazard growth, ompeting 
lines were provided in some localities in which there was itt e 
traffic. In other places, though only one line was actually 
completed, rival schemes were initiated, and their competi ive 
approach to landowners and others had the cflect of orcing up 
costs of the successful company, thus affecting adverse y its su se 
quent profitability and efficiency. Various minor inconveniences 
also arose, such as the duplication of terminal facilities, w 11c 1 

another source of unnecessary additional expense. 

In some other countries railway development was more s>s e 
matic, partly because of a different political environment partly, 
in some cases, because it was possible to benefit from 1 itis 1 tx P cr * 
ence. Belgium planned a railway system at the outset in 1 34 - 
There the state undertook the construction and called in expe 
advice. Two main routes running north-south an east-wts , 1 

former providing a link with France and the latter with Germany 
were built, and cross lines were added to connect t le ma|or 
on one line with those on the other, '1 he original sc lcmc was pr» 
tically completed by 1844, and formed a basic pattern on which 
much further construction was superimposed latei )> p 

companies. , ... . 

French railway construction began with a few oca m< s >ui 
private companies, but a plan for a national system W ‘ IS P^ < T‘| ( 
in 1837, and, after much discussion, was embodied in l u ai 
Law of 1842. This plan provided for six main routes rac ia mg 
Paris, with a total length of 2,750 miles. It was carried ou c u f> 
the eighteen-fifties by private contractors with state assistance, < 
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formed a skeleton to which many subsidiary lines were added both 
by the original companies and by others. 

In Germany the railway supplemented tariff policy as an instru¬ 
ment of national unification. Though from the eighteen-thirties 
onwards there were private proposals for the creation of a general 
German railway system, this came into being only very gradually, 
and largely out of the accretion of the local systems devised by 
individual states. There was little co-ordination of policy among 
the different states, but common interest led to the provision of 
something reasonably systematic. Railways also linked Germany 
with the rest of Europe far more effectively than ever before. Con¬ 
nexions with Belgium and France were made before 1850. In 1882 
through communication was established to the Mediterranean at 
Genoa, and between then and the end of the century several new 
links with the Russian Empire were built. Before 1900 most Euro¬ 
pean national railway systems had been so much extended as to 
make possible the provision of an important international service. 
A notable sign of what railways had done to improve international 
transport came in 1888, when the Orient Express began to run 
from Paris to Constantinople. 

The U.S.A. experienced two very different phases of railway 
development, one in which separate local lines were being built 
and gradually connected with each other, and one in which a trans¬ 
continental system was deliberately and quickly created, instead of 
emerging slowly from the connexion of numerous smaller enter- 
piiscs. At first, railway development was very similar to that in 
Britain. It began in the later eighteen-twenties and went on steadily 
in the eastern states. 1 he early lines were localized and short, but 
in any of them soon became part of longer routes. By the middle of 
( * entuiy longer lines were being built as single enterprises and 
any were being carried far inland, especially in the north, 

between the coast and the upper vallev of the Ohio and the Great 
Lakes. 

I lie unique phase of American railway building came after 
the Cavil War. In the . astern part of the country', as in Europe, 
railways had been built to meet an immediate demand, but the 
penetration by the railways of the lands between the Mississippi 
and the Rockies occurred while the region was still economically 
undeveloped and very sparsely inhabited. There could be no 
strong effective demand for transport until the land was settled, but 
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settlement on a large scale was impossible until the railways pro¬ 
vided easy access. The Union Pacific and the Central Pacific 
which together provided the first trans-continental route, received 
their charters in 1862, and, with the aid ot lavish land grants and 
loans from the federal government, were able to complete con¬ 
struction in .869. By that time tire Kansas Pacific the Northern 
Pacific, and the Atlantic and Pacific had already been begun. In 
the next few years other trans-continental lines, including the 
Southern Pacific and the Texas and Pacific were chartered. Ot 
these later lines only the Kansas Pacific, which had built westward 
from Kansas City to a junction with the Union 1 acific at Chcye nnt 
Wyoming, had made a substantial contribution before financial 
crisis in *873 brought a check to railroad extension. Progress was 
slow for several years and some large schemes were abandoned or 
modified. The Atlantic and Pacific, even after reorganization, was 
unable to complete its line. But in the early 'eighties its projected 
route beyond Albuquerque to the Pacific coast was constructed by 
the Atchison, Topeka and Santa Fe as a westward continuation of 
its own system. Throughout the eighteen-eighties trans-continental 
railroad building was going on rapidly, in Canada as well as .< 
U.S.A. By 1884 there were seven different routes westward l< 
Rockies. In 1885 the Atchison, Topeka and Santa Ic gamed i s 
own outlet to the Pacific coast and three years later had a through 
route all the way from there to Chicago. In 1886 the first through 
passenger train from Montreal to Vancouver ran on the Canadian 
Pacific fine. Two years later the Northern Pacific s mam line was 
completed. Subsequently the trans-continental services were, 
further increased by the completion of the Great Northern in he 
USA and in the early years of the twentieth century, by the 
bufldtg of two more lines in Canada, the Canadian Northern and 
the Grand Trunk Pacific. 

Russia presented some of the same opportuml.es as North 
America for spectacular railway development, but the challenge 
was not taken up. Railway construction went on very slowly at 
first, even in the most heavily populated parts of the Russian Lrn- 
pire, and by 1855 only 850 miles had been built But the Crimean 
War revealed some of the penalties of economic backward™ ss, an 
the government began to offer assistance for railway construction. 
By 1867, 2,500 miles of fine were in operation, and in 18 )2 tl.e 

total reached .5,000 miles. But the railways were badly distributed. 
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In a few districts there was acute competition between rival lines, 
yet most of the country was still without any railway service. From 
1881 onwards the government itself began to build railways, and 
private construction continued, with the result that by 1914 about 
46,000 miles were in operation. Yet even this was still inadequate 
for needs. The most remarkable additions were the Trans-Caspian 
line to Samarkand, begun in 1883 and completed in 1888, and the 
Trans-Siberian railway, which, after existing as a project on paper 
for thirty years, was constructed between 1891 and 1904, and at 
once had an important influence in stimulating the free setdement 
and economic development of Siberia. After the Revolution, at 
a time when most countries had little need to add to their rail¬ 
way systems, the extension of lines in the U.S.S.R. was an urgent 
economic necessity. The completion of the Turksib line in 1930 
provided a third long-distance route which assisted the growth of 
economic activity in Central Asia, and, after the ravages of war 
and revolution had been repaired, additional construction was 
undertaken in European as well as Asiatic Russia. By the late 
nineteen-thirties about 55,000 miles of railway were in use. 

Wherever they were built, railways widened the range of pos¬ 
sibilities in economic activity. Their immediate effects were not 
always foreseen. Most early railways, for example, were promoted 
with the primary object of facilitating the movement of goods, but 
most of them at first derived the greater part of their revenue from 
passenger traffic. Very soon, however, they were contributing to a 
great increase in both the production and marketing of goods, and 
became primarily concerned with freight traffic. Railways changed 
the relations between town and country and between different 
regions by making possible new patterns of location and settlement 
ol industry and population. In this way they encouraged greater 
local specialization and an increase of domestic trade; and al¬ 
though their more immediate influence was shown in the internal 
activities of individual countries, railways were also in many places 
extensions of main routes of international commerce, in the expan- 

were supremely important. Indirectly they 
contributed to economic expansion in countless ways. The con¬ 
struction and operation of railways created a new demand for the 
products ol various other industries: iron and steel, engineering, 
timber, and quarrying; they created new types of employment, and 
called into being new towns to serve their special needs; and in so 
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doine they set up a long chain of economic repercussions Much of 
the stimulus given by railway building was felt locally. But from 
the less developed areas economic reactions were conveyed to d 
tent sources of supply. The building of railways in South America 
or Asia meant a demand for iron and steel, rolling-stock and other 
snecialized engineering products, even for skilled workers from 
Europe especially from Great Britain. But within the less devel¬ 
oped areas the railways had a particularly important influence on 
the growth of mechanized industry, because in many places they 
werfthe pioneers of the heavy engineering industry. Once a rail¬ 
way was Pn operation, repairs and maintenance had to be done 
ST and the works established in order to do this became in 
some places the nucleus of a more general engineering industryMt 
was at railway junctions that the first engineering works in India 
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transport. rron . 0 source of this was the revival of a 
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vehicles for every 1,000 inhabitants, a proportion that no other 
country could approach until the late nineteen-fifties. The i mil¬ 
lion motor vehicles registered in the U.S.A. in 1914 had grown to 
over 31 million by 1940 and in 1958 to 68*3 million, of which 56*9 
million were passenger cars. Elsewhere the diffusion of private car 
ownership was slower and the long-distance lorry was less used, 
but the expansion of road transport was steady and cumulative, 
and after the Second World War reached very large absolute 
dimensions. In the world as a whole (excluding the communist 
countries, for which figures are not available) the number of pas¬ 
senger cars doubled between 1948 and 1958, to reach 85-8 million 
in the latter year, when there were also 22-2 million commercial 
vehicles. Such developments provided entirely new facilities as well 
as substitutes for some which the railway had long maintained. 
They contributed to a great increase of movement and helped in the 
rapid extension of a process in which railways had had a large part: 
the gathering of more and more of the population of the wealthier 
countries into great cities ringed with dormitory suburbs. 

The automobile, though the greatest, was not the only im¬ 
portant competitor in inland transport. Much traffic in fuel, 
a substantial clement in railway business, had in the U.S.A. been 
transferred to long-distance oil pipe-lines by the nineteen-thirties, 
and after the Second World War pipe-lines were greatly extended 
elsewhere. In this period, too, civil aviation became a serious 
challenger for long-distance pi. sengcr transport. Only in North 
America had this challenge become really formidable in domestic 
transport before i960. Elsewhere it was the international sea- 
routes that were mainly affected, but the European railways 
certainly suffered some loss. 

In view of all these circumstances it might have been expected 
that the economic influence of railways would have begun to wane, 
and by the nineteen-twenties many old-established lines were ex¬ 
periencing financial difficulty and an inability to find new traffic to 
replace what their competitors had taken from them. But this was 
not the beginning of the end for the railways. Great technical im¬ 
provements could still be, and were, made in traction and in traffic 
control. As business expanded there was an increase of heavy and 
fairly standardized traffic which, even in old and wealthy coun¬ 
tries, railways were well suited to carry. In less wealthy countries 
that were beginning to use greater quantities of heavy equipment 
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and to turn out more industrial goods, especially those countries 
with long inland distances to cover, nothing could cope with the 
resulting increase in traffic so easily as the railway. So it was 
that the world’s railway freight traffic, which had undergone no 
sustained expansion in the decade preceding the Second World 
War, increased by 75 per cent in the next twenty years, the growth 
being particularly rapid in Asia and Eastern Europe Passenger 
traffic also continued to increase. In the nineteen-fifties it was 
only in the U.S.A. that its competitors had driven the railway into 
clear and absolute decline. In the highly developed countries of 
Western Europe, though its proportionate share of traffic had 
diminished, it was in general keeping up its absolute volume. In 
some less developed countries which were undergoing productive 
expansion railway traffic was growing very rapidly indeed. It was 
evident that the railway was still a major factor in the growth of 
production and in industrialization, as it had been a hundred years 

earlier. 

To the increased movement of goods internationally after the 
middle of the nineteenth century the outstanding contributions 
came from technical improvement in shipping and from the 
achievements of civil engineers in expanding port facilities. In the 
second half of the nineteenth century the chief improvements in 
shipping were the replacement of wood by iron and later by steel 
in construction, and the substitution of steam for sail. The steam¬ 
ship was in process of development throughout the nineteenth cen¬ 
tury, but came only slowly into general use, mainly because of the 
extravagant fuel consumption of early marine engines which 
raised costs very much on long voyages, so that the steamship was 
for many years used for little but river, coastal and ferry traffic 
and for such ocean traffic as could afford high charges. Nothing o 
any importance except the North Atlantic passenger services came 
within this last category. But there was a great change from the 
eighteen-sixties, when the compound engine, which sharply re¬ 
duced fuel consumption and costs, came into use. The potentialities 
of the steamship for general use were clearly demonstrated in 1865 
when the Holt Line introduced a service between Liverpool and 
Mauritius, a distance of 8,500 miles, without any intermediate port 
of call. The opening of the Suez Canal in 1869 gave further en¬ 
couragement to the adoption of the steamship, for it could not be 
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used by sailing-ships, yet it offered great savings for traffic between 
Europe or America and the Far East. From this time steamship 
services began to be concerned mainly with cargo traffic. 

For a time the sailing-ship retained an economic advantage for 
long voyages that passed through parts of the world which were 
remote from sources of coal supply, at any rate in the carnage o 
low-grade cargoes not subject to deterioration. But in the late ^nine¬ 
teenth century steam was rapidly replacing sail. The proportion of 
the total shipping tonnage operated by steam in the chief maritime 
countries was 12-5 per cent in 1870,25-1 percent in 1880, 45’7 P er 
cent in 1890, and 63-9 per cent in i9 00 > a steamship could in 
a given time carry about three times as much cargo as a sailing-ship 
of the same gross tonnage. In the same period the use of iron in 
construction was making possible a great increase in the size of 
ships whenever the volume of traffic justified it, and this bestowed 
a further advantage on the steamship, as the optimum size of sail¬ 
ing-ships was limited by the difficulty of handling very large sails 

and spars. . 

Not only was the proportion of steamships to sailing-ships in¬ 
creasing, but the total amount of shipping ot all kinds in use was 
growing rapidly. The size of the world s merchant fleets increased 
from 9 million net tons in 1850 to 20 million net tons in 1880, and 
34,600,000 net tons in 1910. In this period British shipbuilders and 
shipowners established complete predominance. By 1914J 4 2 P er 
cent of merchant shipping (measured in gross tons) was registered 
in the United Kingdom, and it performed more than half of the 
world's seaborne trade. During the First World War, 12 million 
gross tons of shipping were sunk, but at the same time great effort 
was put into new construction, and this was maintained after the 
restoration of peace. Merchant shipping fleets continued to grow 
rapidly, and by 1931 the world supply, 68 million gross tons, was 
more than half as much again as in 1914, although no comparable 
expansion in the volume of maritime trade had taken place. After 
the Second World War the revival of trade stimulated a renewed 
expansion in the supply of shipping, though the full extent of the 
increase depended also on uneconomic subsidies provided for 
political reasons. The world supply reached 80 million gross tons 
in 1948 and 118 million in 1958. 

Some of the twentieth-century increase was attributable to 
continued rapid technical change, especially to the development of 
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oil-burning and motor-driven ships, which were introdnced before 
there was any physical need to scrap the coal-burmng ships that 
operated on tUsame routes. In ,9.4, less than .,500,000 gross ton 
of steamers burnt oil, and there were less than 250,000 tons of motor 
vessels By 1939 there were 21 million tons of oil-burning steamers 
and 15,250,000 tons of motor vessels. The rapid growth of mer- 
cWfleets’ was also partly due to greater spe-ahzation Some 
commodities which had for the first time achieved major m. 
portance in international trade could be carne-d only in specahy 
designed ships. Oil was the outstanding example of such a com 
IX, andffiere was much construction of oil tankers even when 

most branches of the shipbuilding industry were 
depression. The world's fleet of tankers grew from 1,500,000 gross 
mnsln ° 9 .4, to 6 million in 1927. 9 million in .93., .. million in 

.939, 15 million in 1948, and 34 million m 1958. Atdhe same t.m 
^ . d treater variety of foodstufis also led to a 

I™e g x£mfon ofoffifrkTnds of highly speciahzed shipping 
Opacity Refrigerator ships, for example, *-d bcc„ undergomg 
continuous development since the later years of <> " «c 

century and specialization had been carried to great lengths 
Many new refrigerator ships were built which were adapted to 

the carriage of only one type of commodity. increase 

The ereat technical improvement of shipping and the increase 

of supply were able to exert their full effect on trade only 

because they were accompanied by comparable developments in 

ancillary activities: the improvement of harbours, the building of 

dock^arid C warehouses, the erection of ‘andmg eqmpmen Ae 

cuttine of ship canals. Few ports had much dock and warehouse 

^ a \r, 1 Ron hut during the nineteenth century there 

accommodation in 1800, but aur g facilities had to 

with only one or two types of cargo, according “ 
in oart where the total traffic was very large, by making special 
ized divisions within ports. London provided an outstanding 
example of the way in which port facilities were expanded and dif¬ 
ferentiated as the volume of shipping mcreased Before the nine- 
teenth century, it possessed only one small wet dock By 1914 its 
docks had a water area of 75° acres and a land area of 2,200 acres 
with accommodation at different groups for the most varied types 
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of cargo: the Surrey Docks, for example, were specially equipped 
to deal with timber and grain, the St. Katharine Dock with 
wool and wine, the West India Docks with rum and frozen meat. 

The cutting of ship canals was also a major contribution to the 
improvement of some of the leading ports, which in this way gained 
easier, quicker, and cheaper access to the open sea. Amsterdam 
had improved its position by means of a ship canal in 1825, and the 
completion in 1872 of the New Waterway connecting Rotterdam 
with the North Sea showed how vast a difference such an enter¬ 
prise could make to the activity of a port. It enabled Rotterdam to 
become the chief outlet for the trade of western Germany, which 
was then beginning its rapid industrialization, with the result that 
Rotterdam came to handle a larger volume of trade than any other 
European port except London. A little later the construction of the 
Manchester Ship Canal, completed in 1894, gave to an important 
inland commercial and manufacturing centre the advantage of 
direct communication with the oceans. 

But the most spectacular contribution of ship canals was in pro¬ 
viding new short links between seas and thereby making possible 
great reductions in long-distance freight costs. The Suez Canal, at 
the time of its completion in 1869, was a speculative enterprise, for 
the majority of existing ships were unable to use it. But its advan¬ 
tages were soon clear, and it came to be used by a steadily growing 
number of ships. The Panama Canal was a more formidable engin¬ 
eering problem, and the savings that it offered were in trans-Pacific 
trade, which, in the nineteenth century, was much less than that of 
Europe and the east coast of North America with the Far East, 
which the Suez Canal was built to serve. But, by the end of the 
nineteenth century, trade had grown sufficiently to justify building 
a Panama Canal, even if considerations of American defence had 
not required it. The canal was opened to traffic in 1915, and during 
the inter-war period it was used by about 25 million gross tons of 
shipping per year, not very much less than passed through the Suez 
Canal. 


Shipping suffered far less in the first half of the twentieth century 
from the competition of other modes of transport than did the rail¬ 
way. The rapid technical development of aircraft gave promise 
that a formidable competitor might eventually appear, but for 
many years their high operational cost and small carrying capacity 
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restricted their commercial effectiveness to a very few classes of 
traffic Regular airline operation began in 1919, though there h d 
nrevkiuslv been small experiments. The early services were for the 
most partalong inland routes over fairly short distances, butmany 
of them provided useful international connexions especially 

tween the chief European countries. From J 9 2 ^ - 

can Airways began to develop services between the U.S.A. and 
countries of Latin America, longer international routes qui > 
became more feasible and more important In 1929 ^ 1Ce ^ a 
between England and India, in 1930 one from the Netherlands to 
the Netherlands East Indies. Regular services between Cairo and 
the Cape began in 1932, and in 1938 a route was opened across.half 

the world, from London to Sydney. In 1939^^^IwYorklo 
scheduled transatlantic service began operation fro 

Southampton and Marseilles. In 1938 < he 1,792 ld 

wmmm 

financial competitiveness. Flymg on scheduled air 
creased to 1 270 million kilometres in 1948 and 2 >9 10 million kilo 
meuL in 1958 Passenger traffic grew fourfold between these two 
dates and reached 85,000 million passenger-kilometres m^958. 
Careo traffic remained on a much smaller scale but was gio g 
fus[ g as quickly and air services took a high proportton of the 

international mail. 

The speeding up which air services gave to the delivery of long- 
ine spccuii b 1 long process of steady 

distance mail was only a late stage ®‘C.i.,.- more 

improvement. The railway and the steamship, 

efficient organization of national postal scrv, es ' “ *“2 
reduced greatly the time taken to transmit mail, and had made 
possible the handling of a rapidly increasing quantity of 1lettersland 
parcels Mechanization, indeed, made contributions to the trans 
mTssion oTinformation no less striking than those to the movement 
of men and goods, and both were of great effect on the efficiency of 
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business as well as on the amenities of life. The expansion of mail 
services was accompanied by the development of nation-wide and 
international telegraph systems. Practical telegraphic apparatus 
was first designed by Samuel Morse in the eighteen-thirties and 
the first line was opened in 1844 between Baltimore and Washing¬ 
ton. The new system of communication spread fairly quickly in the 
U.S.A. where, by 1861,50,000 miles of line were in use, and where, 
a year later, a trans-continental link was completed. In Europe, 
telegraphy was at first used less extensively, but a beginning was 
made in Great Britain in 1846, and in 1851 an important advance 
was made with the laying of the first submarine cable across the 
Strait of Dover. Overland lines were extended, and by 1865 Great 
Britain was linked with Calcutta. The first attempts to provide 
long-distance connexions bv submarine cable failed, but in 1866 
a successful transatlantic cable came into operation. It was the 
forerunner of several others laid before the end of the nineteenth 
century. Shorter cable links brought Australia into telegraphic 
communication with Great Britain across Asia and Europe by 
1871, and early in the twentieth century two trans-Pacific cables 
were laid, one connecting Canada with Australia, the other join¬ 
ing the U.S.A. and China through Honolulu and Manila. By 
1918, 281,000 nautical miles of cable linked the chief ports of 
the world. Overland telegraph lines also continued to be extended, 
especially in the most industrialized countries. By i 937 > the U.S.A. 
alone contained a quarter of a million miles of telegraph line 
transmitting 200 million telegrams annually. 

Late in the nineteenth century communication facilities were 
augmented by another new invention. Bell produced the first suc¬ 
cessful telephone in 1876, but for many years it did not provide a 
very effective service. In the U.S.A. its use slowly extended, and by 
1900 the American Telephone and Telegraph Company controlled 
855,000 telephones; but elsewhere the telephone made little head¬ 
way until the twentieth century. After 1900, however, telephone 
installations extended much more rapidly in all the wealthier coun¬ 
tries, though the U.S.A. remained far more active in this field than 
any other country. The American Telephone and Telegraph Com¬ 
pany, which practically monopolized telephone services in the 
U.S.A., controlled over 9 million telephones in 1915, and over 17 
million in 1940. After this other countries began to make good 
more of their arrears. The number of telephones in use in the world 
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general tendency to rise. thc d was steeply downwards. 

\vas esU^l^hing'itself^s^'practic^^pn^position^^and its potentiaU- 

“ r °ie S ^teicgraphy 

Before the outbreak “eans of regular communication with ships at 

WffSsrS' 3SET55 3KS5£= 

wymg pitch. One ach evem nallonal communication as 

possibilities of long-clistan service was begun 

existed for telegraphy. In .927, \ rad ‘° ° next ew years^he 

between London and New York, and t nthc nc> with 

telephone systems ol a 1 ncw facilities, however, grew 

each other by radio. 1 he use nineteen-fifties it had 

only slowly for ^^J^ Abcr of telegrams and cables despatch- 

gone far enough for the num ”, K t begin to decline. 

ed abroad from the that radio had through 

Far more immediate was tl ,• .. nd t } lc thirties 

broadcasting, which in ^^^^^rn^ed world and a 

lotion,"implausible and implausibly and -yrtammen. 

mingle itself with the 

common experience of every day and hour. 
i.e. —6 73 
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v 

Delays in the Spread of Mechanization 

Yet, though mechanical techniques became dominant in the eco¬ 
nomic activity of the world as a whole, they did not spread to every 
occupation or to every place. There were large districts m which 
agriculture was carried on with no machines and few implements, 
the few manufactured necessities were produced entirely by handi¬ 
craft methods, and transport depended only on domestic animals 
and human porterage. These conditions persisted with little modi¬ 
fication into the middle of the twentieth century. There were other 
areas in which highly productive, mechanized enterprises were in¬ 
troduced in a few occupations and all other activities continued to 
be carried on by far more primitive techniques. 

Remoteness and inaccessibility of situation were major influ¬ 
ences in retarding the spread of mechanization. In most places 
machines and the knowledge of how to use them had to come from 
outside or not at all. Except along coasts and navigable rivers, the 
provision of better transport was an almost essential prerequisite of 
their introduction. But railways and motor roads were costly things 
to build, especially where there were natural obstacles of'desert or 
swamp or mountain ranges. They were seldom constructed except 
where there was good reason to believe that they would open areas 
which would, immediately or fairly quickly , yield supplies that were 
valuable either because they were abundant and necessary or 
because they were rare and immensely desirable. There were large 
areas which, whatever their ultimate potentialities for the creation 
of wealth, did not fulfil these conditions. Europe and North 
America were the only continents whose interiors were at all 
thoroughly provided with railways and highways, even in the 
middle of the twentieth century. Aircraft did something to im¬ 
prove contact with places which earlier forms of mechanical trans¬ 
port had never reached, but they could provide only a very partial 
remedy for the deficiency. In spite of the continuously expanding 
activities and demands of the industrialized countries of the West, 
there remained large inland areas with which contact, though 
permanently established, served only a narrow' range of economic 
purposes. 

There were other regions in which mechanization made little 
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nroeress although they were far less cut off from the chief areas of 
oroducdon Although the intensification of peasant farming made 
a^arge contribution*to the feeding of industrial 

take Diace everywhere. There remained, especially in Eastern and 
South-eastern I Europe, many peasants who farmed by tradrnona 
methods for subsistence, which was too often a euphemism to 
semi-starvauon. The physical means of access to the great urban 
markets of Western and Central Europe wtrcnot 

of South-eastern Europe (with some reduction of w°Hdpn«s)bm 
they could also get or, very weU There^w 

pressing economic need for the outsiac wui 

dU In 0 colo h rda e i areas both economic and political conditions were 
commodide^fo^ex^io'r^ ancMhe^most 

: o mfcase g s w^P^y umiermmed by the co 

peddon of machine-made imports; tnstead ^ 

^hey diminished. And 

home country. More 

=S £. aSJfSASLVSSl ^sggge* 

assArsisrtt 
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depression as a result of heavy reliance on the export of primary 
produce, the prices of which had tumbled. Both put much emphasis 
on the expansion of native handicrafts, but comparatively little on 
the introduction of new types of manufacture using up-to-date 
methods. 

Yet even in those places and activities which in the first half of 
the twentieth century remained exceptions to the general spread of 
mechanization, obstacles to the invading influence of machine 
technology were slowly being reduced. Economic depression, war, 
and revolution gave additional impetus to the development of 
industrialization and of mechanized production generally in the 
nineteen-forties and ’fifties in places where they had been of little 
significance before. Attempts to build up economic power by de¬ 
liberate industrialization in South-eastern Europe, in China, or in 
India, meant not only the establishment of new power-operated 
factories and workshops, but also attempts to work the land more 
efficiently. Colonial policies and the status of many colonies 
changed. I ransport improved, and places formerly of little account 
to the rest of the world underwent economic development as a by¬ 
product of a newly acquired strategic significance. Airfields in the 
lu art of Africa or on Pacific islands introduced an element of 
advanced mechanical engineering, where previously hardly any of 
the ways of modern industrial life had been known. Financial 
difficulties in countries which had been unaccustomed to them 
prompted an attempt to supply existing needs from new sources to 
which the latest methods might be introduced. For all these various 
reasons .modern industrial techniques began to spread even in 

some of those places where a few years earlier they would have 
been least expected. 

Mechanization is a process the termination of which cannot now 
be foreseen and may never be reached, even though the process 
slows down. In the middle of the twentieth century it was still in 
rapid and multifarious development. After several generations in 
which it had been a major element in the transformation of the 
economic life of a few countries, it was approaching the stage at 

uc 1 it impinged directly on the daily life of almost everyone 
everywhere. 

• " lcchamzallon was not something that could happen by 
itself . Machines were the creation of investors as well as inventors, 
heir introduction presented administrative as well as technical 
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tasks. Their operation called for new skills and forms of discipline 
and gave rise to new jobs besides destroying old ones. No highly 
productive economy was built up from scratch, just by copying 
the latest techniques and buying the newest machines. Changes in 
institutions, changes in market organization, changes in the 
ingrained habits and ideas of all types of workers, including 
employers and managers, were essential accompaniments of 
technical advance. Where they were lacking, tentative moves 
towards new methods of production proved fruitless. Wherever 
great economic advance was achieved, these changes were an 
integral part of its history, and only when they have been brought 
into the picture does the spread of mechamzauon become 

explicable. 


77 



CHAPTER III 


Business Management and Organization 

i 

Managerial Methods 

Among the problems most closely related to the introduction of 
machinery was that of administration and control, a problem of 
ensuring that the potential advantages bestowed by technical im¬ 
provement were realized in practice, that all the various divisions 
of the productive process were so combined as to contribute most 
effectively to the final result. The gathering together of wage-earn¬ 
ers in a factory or workshop where they worked side by side under 
the constant observation of an overseer, instead of as and when they 
chose in their own homes, has often been described in general 
terms. The details of the internal arrangement of work within early 
factories are far less fully known. Study of the surviving records of 
some firms has revealed that very close attention and careful 
investigation were devoted to fundamental managerial problems, 
but there is little to suggest that this was typical of early factory 
industry- as a whole anywhere. It seems more likely (though the 
present state of research precludes certainty) that in most factories 
questions of organization and lay-out were settled empirically, as 
they arose, on the basis of what seemed immediately convenient 
and practicable, without any elaborate or continuous attempt to 
estimate the relative efficiency of alternative measures. If a busi¬ 
ness prospered, then there was little incentive to seek internal 
administrative improvements until new technical developments 
or a great increase in size made some reconsideration unavoidable. 
In these circumstances the term ‘factory system’ covered a multi¬ 
tude of most varied practices. 

There were nevertheless common elements in the problems 
facing early factory owners (who were usually the managers of their 
own factories) even in industries with considerable differences in 
technical conditions. Apart from the general problems of obtaining 
sufficient capital and labour to enable the business to be estab¬ 
lished and carried on, there were problems of ensuring that the 
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work of men and of machines kept pace with one another and 
problems in the co-ordination of successive processes so as to obtain 
a smooth flow of work throughout the factory. It is to the need to 
make labour, which was accustomed to work unevenly, with many 
spurts and many pauses, serve the regular demands of machines 
that the introduction in early nineteenth-century England and 
New England of elaborate and often harsh codes of factory discip¬ 
line, with their fines and other punishments for lateness, absence, 
frivolity, or other symptoms of inattention, is chiefly to be attri¬ 
buted. Longer experience by both employers and labourers of the 
nature and methods of the work which they were doing made t 
possible to simpUfy such disciplinary codes and mitigate their 
harshness, but it appears to have been slow to change the negative 
character of the contribution which administration made to the 
productive process. There continued to be more concern with the 
imposition of a variety of prohibitions than with an sculpt to dis¬ 
cover and apply a particular way in which each process could be 
most efficiently carried out. Emphasis was on continuous technical 
improvement rather than on the better adaptation ° f P rod u^ 
organization to each technical level while ,t existed One of the 
most earnest early students of the factory sytem, Andrew Ure, 
whose surfeit of didactic clap-trap tends to distract 
the abundance and reliability of his information, suggested m.835 
that the constant aim of mechanical improvement » H 

possible either to dispense with human labour or to use labour of 
less and less skill. The problem of organization1 would 1 mfact 

gradually become incorporated in the problem of A 'ftc 
But possibilities of better or worse organization existed and were 

susceptible of objective study. Ure's contemporary Charte** 
bage made the first notable contribution to such a study. He ex 

amTneTthe cost of each step in the productive 

long series of observations of the time which individual workmen 
took to perform it, in different conditions, thus drawing attenUon 

to those elements which seemed to involve the 8 £“ tcS * 
considered the savings which might accrue 

principle of division of labour as thoroughly to supervisory as to 
manual work. He investigated the relation between the profitable 
extent of division of function and the optimum size of the business 
unit At every stage he tried to deduce from his abundant empirical 
observationsgeneral principles which might guide the management 
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of factories. Babbage was never a practising manufacturer, but his 
work was fairly widely read in England in the eighteen-thirties. It 
is unlikely that his exposition had no practical influence, but the 
applications must have been of a piecemeal character. His work 
did not promote any generalized study of business management. 

The laying out of a workshop and the combining of productive 
resources in such a way as to ensure a continuous flow of work was 
not a novelty imposed by the introduction of machinery. It was 
something inherent in the extension of the division of labour which 
had been proceeding steadily in Western Europe in the seven¬ 
teenth and eighteenth centuries without very much increase in 
mechanization. Its importance is clear from Adam Smith’s descrip¬ 
tion of the work of production. The first stages of mechanization 
probably did not make very much difference to the extent of divi¬ 
sion of labour in most cases. They did not fundamentally change 
the problem of co-ordinating the successive stages of the productive 
process, though they changed it in detail, since the balancing of 
resources had to be altered when one stage was partly mechanized 
and others not at all. What mechanization did was to display econ¬ 
omies, obtained by precision and regularity of working, such as 
had never been achieved by division of labour alone. It suggested 
by example new standards of exactitude which might be reached 
by a more careful deployment and further division of labour where, 
for the time being, the application of machinery was technically or 
economically impossible. This was important in the mid-nineteenth 
century when, in a number of countries, mechanization had con¬ 
clusively demonstrated its material advantages, but had still been 
applied successfully to only a relatively small proportion of eco¬ 
nomic activities. It was most important of all where skilled labour 
was scarce and there was consequently the greatest incentive for 
managers to ensure that it was enabled to work to its maximum 
efficiency. These conditions existed in many places in the U.S.A. 
until some time after the Civil War, and it is not surprising that the 
attempts made there to mechanize occupations which remained 
handicrafts in Europe should have been accompanied by striking 
developments in workshop lay-out so as to facilitate a quasi¬ 
mechanical use of labour itself. These developments probably 
achieved their most perfect manifestation in the rapidly growing 
meat-packing industry of Cincinnati in the middle of the century. 
Air. Gicdion has described how there the live pigs were driven up 
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an inclined plane to the top storey of a building where they were 
slaughtered, P after which each successive group of processes was 
carried out at a lower level, to which the carcasses propped under 
thrown weight, thus saving much effort. On the level they were 
moved in trucks and dumb-waiters and placed with the utmost 
regularity before those who constantly repeated the same few 
operations on each carcass. It was the crude beginning, with little 
mechanical aid, of a continuous line of production onwh.ch as 
material moves uninterruptedly through the workshop, the t me 
which it is not receiving any productive attention is cut to a 
minimum, with a consequent increase in the rate of output and 

"DUS KeVyears of the nineteenth century in a wide 
variety of activities in all the more highly industrialized countries 
the fundamental problems of business administration began to 
change partly because the questions posed separately by the use of 

machines and by the redeployment of labour remforced each other 
much more completely than before. As mechanization increased, 
it led to further and further subdivision of the P^uct.ve process 
thus it brought a renewed emphasis, which the first stages 

labo^r^toe^necesrity^f^erouVing^that^t^ric^ofTime^an^effj^^m 

r g e teZicri 

economic conditions which made it worth whde to adopt techmcal 

changes of this kind were coming into existence. 1 h 6 

ing demand for many classes of goods which could be satisfied by 

uniform products. But the firm which adopled new mediod^ 
though it had the hope of greater rewards, exposed itself to n 
risks More machinery and more administration which was 
made necessary by a larger scale and more complex me od o 
production, meant a heavier burden of overhead c^s, wh.dr was 
temporarily increased for those firms (of which the British 

ln3"7n the eighteen-eighties provided many examples) which 
in order to maintain their competitive pos. ion, ^d to scrap 
working plant before its value had been written off by nonnjd 
depreciation allowances. The imposition of increased costs from 
one source was a direct incentive to seek the maximum economics 
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obtainable in other ways, and for industries which underwent 
profound technical change in the last quarter of the nineteenth 
century it was reinforced by the pressure of falling prices and, in 
some cases, of difficulty in maintaining previous rates of profit on 
capital. Where technical change came a little later, this influence 

was much less common. 

There were various ways in which economies could be sought, 
of which more efficient production through better internal admin¬ 
istration and control of work was only one. But it was one which, 
in some important respects, was more feasible than it had been, 
because some firms had fuller and more exact information than 
they used to have about the economic aspects of the various ele¬ 
ments in their activities. This was mainly due to an improvement 
in methods of book-keeping and of cost accounting, which made 
it possible to know the way in which total costs were made up and 
the way in which the costs of different operations varied through 
time, thus drawing attention to particular elements of possible 
weakness or strength. It is not the case, however, that in any coun¬ 
try precise knowledge of the component elements in costs was 
general in business before 1900 or, indeed, much later. But aware¬ 
ness of the need for greater efficiency and economy was widespread 
even if precise information on some subjects which were relevant 
to achieving them was not. Within factories and workshops in 
many places and industries, piecemeal adjustments were made on 
a basis of trial and error, and among what was, at first, a very 
small minority an attempt was begun to reform radically the whole 
system of business management. 

The successful rise, late in the nineteenth century, of a move¬ 
ment for what came to be known as scientific management was a 
response to the wider spread and more complete application of 
mechanization. This had made clearer (what Babbage had fore¬ 
shadowed) that there were fundamental common principles in the 
administration of factories and workshops, however diverse the 
forms in which they presented themselves. The movement was 
strengthened because, as markets and the size of firms grew, the 
rewards for a small superiority in efficiency increased. It is signifi¬ 
cant that the pursuit of scientific management was at first largely 
confined to the U.S.A., where markets for standardized products 
and the degree of mechanization were both increasing faster than 
anvwhere else. 

0 
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Scientific management was an attempt to apply to the organiza¬ 
tion of business the same repeated and precise observation 
same spirit of dispassionate enquiry, the same generahzation from 
abundant and tested experiment which characterized the develop¬ 
ment of technology. Its object was to ensure that every worker, 
every tool and machine in a firm was used to its maximum effi¬ 
ciency This it sought to achieve by giving each worker an incen¬ 
tive to do his best instead of spinning out his job by d * s “^ e ""S 
the best way in which each operation could be Performed and then 
insisting on the uniform application of that method, and by p an 
ning in advance the day’s work to be done by everyone so hat 
there should be no interruption in the flow of work from one stage 

“ The‘leading figures in the introduction of scientific management 
inThe U.S.A 6 were Taylor, Gantt and Gilbreth each of whom 
eventually established himself in the new profession of manage 
ment consultant. Taylor was the pioneer whose experience as work 
man and foreman in engineering shops had taught him that most 
men tried not to work with determined effort tlia even hose 
whose intentions were good were far from efficient, and f under 
existing forms of management an attempt to get a fair day s wor 
out of men'created bitferness and strife. From early eigh eem 
eighties he was trying to combine the increase in the productivity 

onabourinthc vanous engineering works which employed lum 

with the revision of managerial methods there. H.s concern was 
especially to remove the obstacles to efficient work which were itn 
posed by faulty arrangements for which the worker himself was not 
respondbie The leading element of h.s reform was the division of 

work into set tasks. The management p anne y ructions 

least a day in advance and gave him complete 

describing in detail the task he was to accomplish he szlho1 he 
was to use, and the time allowed. If he accomphshe e task in the 
set time te received a large addition to h.s normala.eofwages 
he failed the rate was reduced. Taylor was also interned ,n dis 

covering the most efficient way in which various 
be performed by men and machines and enforcing tha ‘ ’ 
uniformly. Thus he studied such a common manual ^sk as shovel 
Ung, and by prescribing the design and size °f shovel “ 
different purposes, the way it was to be used, “mount of Ume 
to be spent working and the amount resting, he secured an enor 
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mous increase in the quantity of material moved Gilbreth carried 
investigations of this kind much further, making the most elaborate 
studies of movement, recorded photographically for subsequ ^ 
analysis, in a constant quest for what he called the one best way 
to do work. Gantt sought to remove the dangers to the position of 
labour which the close control involved in scientific management 
might bring. He tried to do this by introducing bonus methods ol 
payment, by making the systematic training of operatives and pro¬ 
vision for their upgrading an integral part of the system of manage¬ 
ment, and by suggesting an increase of industrial democracy. 

Scientific management was, of course, not a static concept 
applied in its entirety from the beginning. New ideas and methods 
were continually being incorporated within it, and the type of 
records and charts which were best suited to its application were 
developed gradually out of thinking and experience. It was used by 
only a minority, even in the U.S.A. In xgn, after thirty years of 
effort, Taylor claimed no more than that at least 50,000 people were 
employed under scientific management in the U.S.A. Elsewhere 
the American experiments had up to that time attracted little 
attention. But there had been some approaches by different 
methods to the achievement of similar results. The outstanding 
example was provided by Henri Fayol in France. He was in the 
service of a large coal-mining combine for fifty-eight years, for the 
last thirty of which, from 1888 to 1918, he acted as genera 
manager with conspicuous success. He set himself the task of 
devising an administrative structure based on division and 
relation of function which would enable the manager to have the 
clearest record of what was happening throughout his undertaking 
and enable decisions of pplicy, based on the fullest and clearest 
knowledge, to be most effectively translated into action. Towards 
the end of his career he began to publicize the principles of 

administration which he had developed. 

In the first quarter of the twentieth century there were, then, 
both in the U.S.A. and Europe, efforts in progress to increase the 
whole efficiency of business by internal administrative as well as by 
technological means. Though these efforts were not widely copied, 
the influences which had stimulated a minority to devise systems of 
scientific management were steadily becoming more general in 
highly industrialized countries. Discussion of problems of indus¬ 
trial administration was becoming more widespread. Individual 
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experiments in management, made empirically and without con¬ 
scious reference to general principles, were increasing The com¬ 
mercial and technical environment of industry was changing^n 
such a way as to make efficient management more obviously m- 
portant, and as this happened, the influence of the Pjoneera^of im¬ 
proved industrial administration was gradually absorbed.n omore 
general practice. Even where there was no attempt to copy the more 
advanced methods, management was becoming a more specialized 

and subdivided occupation. « j f or t u e 

A new stimulus came from the needs of war, which-calledTor^the 

most efficient use of inferior productive resources. They revealed 

the great diversity of the contributions which existing manage 

menu could make to the achievement of this ami and at the same 

time they presented the opportunity of revealing 

managements the superior practices o t e n v,iects of mass 

immediately afterwards, more articles became the objects of mass 

consumption in a standardized form and in conjuncuon vuh e 

further rapid progress of machine technology, this made profitable 
^fuller development of continuous assembly line, where^ffie urun- 
terrupted movement of conveyor systems must be matchedby a 
comparable frictionless precision m the sequence of ^mimstrative 
plarming. In many countries new institutions -«e established 

which faciUtated the discussion of problems and p 

management. the vears after IQ 14 witnessed a 

For all these and other reasons the years a « cr » * Farlier 
profound change in the internal arrangements °f b us me«_ Eariier 

systems of scientific management were not taken ov g X 

they stood. They were developed in alldnnds;ofway*,«me ofwhrch 

proved disastrous and had to be abandone , w began to 

r r r o^c 

the practice of tackhng industrial problems 
gation and applying uniformly the conclusions thus 1 

This more rational approach to the fundamentals of mdu^nal 
administration was developed mainly m manufacturing business 
especially in the engineering industries, but it gradually extended 
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to wider fields in the twentieth century. The distributive trades, 
financial institutions, even to some extent the military and civil ad¬ 
ministration of governments were all affected by it. Yet scientific 
management (in its widest sense as something more than the 
principles propounded and practised by Taylor) was very far from 
universal, even in the most highly industrialized countries. It was 
on the whole applied much more in the largest undertakings than 
in smaller ones, many of which continued to be administered by 
rule-of-thumb methods, and some of which still relied on the 
crudest and most approximate methods of costing. In the mid¬ 
twentieth century there remained everywhere the widest diverg¬ 
ences in the efficiency of business administration. But the proportion 
of business unaffected by more rational methods had been 
steadily declining for a generation. 

II 

The Structure of Firms 

The control and co-ordination of the various activities and sec¬ 
tions within a business formed only one side of its administrative 
problems. There was a distinct, though not completely unrelated, 
set of questions concerning the business as a whole: who should 
own it? how could it obtain the necessary capital? how big should 
it be ? how many types of goods should it make ? what should be 
its relations with competitors and suppliers? Every business had to 
answer these questions continuously, and the answers which were 
commonest changed as commercial, legal, and technical condi¬ 
tions changed. 

Until well on in the nineteenth century most businesses in all 
countries were small, mainly because technical and marketing con¬ 
ditions were such that there was seldom any advantage to be derived 
from a larger organization. Even where a larger unit was economi¬ 
cally desirable, it was frequently unattainable because of lack of 
access to large sources of capital. In the third quarter of the nine¬ 
teenth century a high proportion of European industry was still 
conducted on the domestic system, in many cases, for example in 
most of German industry, with a large number of very small mas¬ 
ters, and the family was often of major importance as a productive 
unit. This state of affairs continued to characterize a substantial 
though declining proportion of economic activity into the twentieth 
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century. The mechanized factories and workshops which became 
increasingly numerous were also at first usually small. Most of them 
numbered their employees in tens and their capital in no more 
than hundreds of pounds. They were owned by one man or a small 
number of partners who ran the business themselves. The owners 
often contributed as much of the capital as they themselves could. 
The rest they had to borrow from their family or acquaintances or 
from persons with whom mutual business contacts might ha\e 
brought them in touch. 

The investment of profits in the expansion of the business en¬ 
abled many undertakings to grow to considerable size while still 
organized as partnerships. With patience, skill, and good fortune, 
it was often not too difficult to achieve this so long as the gradual 
addition of small increments of capital was an effective method of 
expansion, as it was when capital was needed mainly to pay for 
labour and material and to finance stocks of finished goods and 
only a small proportion of it needed to be spent on buildings, plant, 
and administration. The gradual expansion of businesses was still 
more practicable where much of the working capital was obtain¬ 
able by short-term borrowing from banks that would regularly 
grant a renewal of loans to any business which remained in a 
sound condition. In England, in the first half of the nineteenth cen¬ 
tury, the many country banks made a useful contribution to busi¬ 
ness expansion in this way, though the shaky state of many of them 
was a source of intermittent difficulty to their borrowers and 
depositors, especially in the recurrent financial panics. Elsewhere 
banking facilities were less developed, and the channels of short¬ 
term borrowing for business were consequently fewer. But in the 
latter half of the century there was a great increase in the number 
and strength of banks in all the leading industrial and commercial 
countries, and they went far to meet the needs of business for work¬ 
ing capital which, moreover, probably grew (on the average) more 
slowly than turnover, since improvements in transport and com¬ 
munication reduced the time during which materials and finished 
goods were in transit and reduced the volume of stocks which it 

was necessary for a prudent business to hold. 

The small partnership providing for further expansion out of its 
own private means and past profits was at a disadvantage where 
much of the necessary investment had to go into indivisible items of 
fixed capital. In such conditions new capital had to be added in 
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increments so large as often to be beyond the means of the partners 
themselves. In the middle of the nineteenth century there were al¬ 
ready several industries in which these conditions existed, the out¬ 
standing examples being the chief public utilities: railways, gas, 
and water-supply. The course of technical change made similar 
conditions applicable to many manufacturing industries before 
1900 and still more in the twentieth century. 

The need to invest larger amounts at a time was felt simultane¬ 
ously by a high proportion of the firms in several different indus¬ 
tries in any rapidly expanding economy. Not only the size of capital 
increments but also the total national investment had to increase. 
Both changes made it necessary for business to gain access to fresh 
sources of capital. A partial solution of the problem was the de¬ 
velopment of investment banking, i.e. the creation of institutions 
which would accumulate capital by the sale of stock and bonds 
and, in some cases, by conducting deposit banking business as 
well, and which would use the capital in making long-term loans 
to business enterprises. In Great Britain investment banking never 
became very important, though in the eighteen-sixties several 
highly speculative finance companies were formed, ostensibly to 
perform this function, and some of the existing merchant bankers 
made some long-term investments, chiefly overseas. But in France 
the example was provided by the Credit Mobilier which was estab¬ 
lished in 1852 and financed a good deal of railway construction as 
well as some dock companies and gas companies before 1867, when 
its activities began rapidly to decline as a result of financial diffi¬ 
culties. The example was copied in several countries, including the 
U.S.A., and was especially influential in Germany. There the 
provision of long-term capital for industry and trade was always 
accepted as a normal function by the deposit banks which were 
springing up from the eighteen-fifties onward. 

If a business could obtain from a bank or finance house the extra 
capital that it needed, it was in many cases spared the necessity of 
changing its structure. Investment banking was a device which 
assisted the family business or partnership to survive as a unit of 
organization while the task of capitalization became increasingly 
heavy. But when a bank provided a large proportion of the capital 
of a business, it was able to demand some control over its organiza¬ 
tion and, in the interests of its own security, it often did so. The 
accompaniment of increased investment banking was participation 

88 


Business Management and Organization 

by representatives of the banks in the government of 

of their borrowers. This development was part.cularly marked m 

Germany where, for example, one of the 
Deutsche Bank, was connected in 1920 with t e 

more than 200 businesses. c ..nnlv nnlv a 

But investment banking was in any case able ' ^ 

small proportion of the capital needed by business, and t 
necessary for more and more enterprises to seek capita from fesh 
sources The easiest solution of the difficulty , where the U' aUowed 

it, was the formation of joint-stock companies which would enable 

outside persons to subscribe capital to a USI number of 

share in its profits, without ne ““Yn day-to-day 8 administration, 
partners who took an active pait . most DOten- 

But a share in profits was not by itself enoug 1 ‘ ' liquidity and 

tial investors. They wanted also a certain 

security for their investment. To satisfythe desrc ^hqu “ 

was necessary not only that shares should 

any time, but also that there ^uld be *» ! pricc . For the 

which they could be bought and_ thcse CO nditions were 

stock of a few large and famous co P‘ tQrs in the earlier 

fulfilled in the eighteenth century, nineteenth cen- 

manufacturing and public utility companies o period or 

tury often took the risk of tying up their moneyfor a long P 

of being able to sell their holding to only a ^^iX own P ricc ’ 
ested people who might be in a P^ 10 ^ of compan ies increased 
It was only as the number of inves became the subject of 

that the securities of all types of u existing stock 

regular stock exchange dealings. A volume of their deal- 

exchanges rapidly extended the [ishcd in ma ny places where 
mgs, and stock exchanges were esta - any cen tre of a 

they had not previously existed. The app< a ca nital such as 

sudden and unprecedentedly large for capUa sue 

occurred in one place after another m^onne^nw^^^^ 

promotion, usually resulted in the market and these 

essential to the existence of a long-term cap eec k Q f business as 

institutions remained permanently to serve information about 

a whole. The telegraph and the cabU made, ^““"ously in 

prices and business conditions avail. , 1 st quarter of 

business centres in all parts of the ^ortant 

the nineteenth century the investor in any commerci y 
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country could rely on being able to sell his holding at any time at 
a competitive price. 

The desire for security made necessary important changes in the 
position and constitution of companies themselves. The investor’s 
first safeguard was that the company using his money should be 
efficient and honest, and in order to have a check on this before 
committing his money, he needed access to a minimum amount of 
information about its affairs, such as could be obtained if it were 
required to published its prospectus, articles of association and 
annual audited balance-sheet and profit and loss account. Beyond 
this the investor wanted to be sure that if things went wrong he 
would not be involved in any loss in addition to the amount of his 
investment; i.e. he wanted limited liability in order to ensure that 
his private means could not be called on to meet the debts of any 
company in which he had invested. Company organization with 
limited liability was just as much an advantage to the investor as 
to the expanding business enterprise, and it would be wrong to 
suppose that pressure for a change in the law so as to permit the 
general use of this type of organization came only from business 
as it was confronted with the need for greatly increased capitaliza¬ 
tion. In Britain, in the second quarter of the nineteenth century, 
the pressure came at least as strongly from a growing potential 
investing public which had little access, except at what seemed 
inordinate risk, to the more profitable branches of business enter¬ 
prise. The legal privilege of incorporation with limited liability 
was in fact made general there while most enterprises were still 
able to obtain all the capital they needed without recourse to this 
form of organization. Elsewhere, fewer active partners could com¬ 
mand such large amounts of capital, but on the other hand there 
was for a good many years less demand than in Britain for capital 
in large increments, so that the economic need for limited liability 
companies developed no more quickly than in Britain. In general 
the facilities for the formation of limited liability companies appear 
to have kept up very adequately with the need for them in almost 
all countries. 

The steps by which the general grant of the right, on certain 
conditions, to incorporation with limited liability was reached dif¬ 
fered considerably among the various countries. In England, at the 
beginning of the nineteenth century, a company, with limited or 
unlimited liability, could acquire legal existence only by Act of 
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Parliament or the grant of a royal charter. In the second quarter of 
the century there was less opposition to the formation of companies 
and in 1834 an additional and less expensive method of sanctioning 
their creation, by the grant of letters patent, was intro uce . 
all the members of a company continued to have unlimited ha- 
bility unless limited liability were specifically conferred on them. 
During the next twenty years there was a strong agitation for a 
change in this position, and a senes of Acts in 1855, l8 5 ®> 5 > 

and 1862 established the right of any seven or more Xdon thlt 
become a corporate body with limited liability, on con 

they deposited a memorandum of association wit \ e ® ‘, 

companies and subsequently filed articles of association sapplied 

annual statements of their capital, directors, an s ar nos i t ion 
published properly audited accounts of their finance p 
Until i 9 o 7 P onr y one form of limited liability company was recog- 
nized by statute, but in that year private limited companies which, 

in small numbers, had for many years existe as - olders 

became the subject of legislation The number o( ^ u ^ forbidderi tQ 

was restricted to a maximum of hlty, an > r , nhli- 
make a public offer of shares, but they were exemp front the obl^ 

gation to publish statements of their financia posi • 
of company quickly became popular, and the number of private 

soon far exceeded the number of public companies. . 

The U.S.A. inherited English company law, thcrevoluuon 

had destroyed the idea that the power to gran influences 

solely in the Crown, and thus had removed one of the .nfluences 

restricting the formation of new joint-stock compa ' t j lc 

indeed much less opposition in the early nineteen 1 , . 

extension of company organization than in Britain. 1 - W 

eulties were generally less, though the position varied because 
differences in the legislation of the various states. By the middle of 
the nineteenth century the establishment o compan . ^ 

ily increasing practice and few legal obstacles to the adoption 

limited liability remained. , , , ,,,i., nU . f | ; n 

In France a new body of company law had been ■ P had 

1807. A true joint-stock company (societe anonyme) , \ ta i nc d an 
limited liability or not, could be established ony i alternative 
individual authorization from the government. u active 

form, known as societe en commandite par actions, in w limited 

partners had unlimited liability and the sleeping partners 
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liability, was subject to much less official supervision and formality 
and in the mid-nineteenth century was much the more widely used 
type. But in 1856 the societe en commandite par actions was put under 
stricter official supervision. In 1867 the necessity for the individual 
authorization of every societe anonyme was abolished, and limited 
liability was granted generally as in Britain. After that the societe 
anonyme became the usual type of company in France. 

In Germany there was no general system of commercial law until 
the latter half of the nineteenth century, and few of the individual 
states had any statutory code of company law before then. Prussia 
issued a general law for joint-stock companies in 1843, but in most 
states any commercial organization which wished to assume cor¬ 
porate form had to apply for a charter or obtain a special law. 
Even in Prussia after 1843, every company had to be individually 
authorized by the government, although authorization could 
always be obtained if the company conformed to a standard set of 
conditions. A common code of company law for all Germany was 
established by a series of measures adopted between 1870 and 
1872. Its effect was to abolish the requirement of individual 
authorization for companies and to make limited liability gener¬ 
ally available, thus facilitating the formation of the normal type 
of public company, known as Aktiengesellschaft. These measures 
were supplemented in 1892 by the legalization of another type of 
company, the Gesellschaft mit beschrdnkter Haftung , which was very 
similar to the private company in Great Britain. As its name indi¬ 
cates, it had limited liability, but the number of shareholders was 
restricted, there was no body of generally marketable shares, and 
there was no obligation to publish much about its affairs. 

Although all the leading industrial countries made limited lia¬ 
bility generally available to businesses in the second half of the 
nineteenth century, the limited liability company did not imme¬ 
diately become the usual form of business organization. In so far as 
the grant of general limited liability was a response to the needs of 
business rather than to those of potential investors, it served the 
interest and convenience of a minority. It was still practicable for 
the greater part of business to be conducted by small partnerships 
for many years after the grant of general limited liability. More¬ 
over, limited liability did not by itself help the incorporated firm 
to tap the savings of the general public. The costs of making a 
public offer of shares were everywhere more than the smaller firms 
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could afford. The adoption of corporate form depended as much 
on the gradually increasing worth of the legal pr.v.leges 

C °Company oTga^adot became usual in the U-S-A. earlier than 
anywhere ele.!n Europe 

of the nineteenth century. Even but a f cvv years 

ization was exceptional in businesses ai bec ’ ome the normal 

later it began to be adopted rapidly, and had beco ^ number 

form of business organization some y Kingdom increased from 
of companies registered in the United ^ion 

9,344 in 1885 to 62,762 in 1914- 1895 and nowhere on 

did not begin to spread widely until alter■ ic 95 , ^ thc V S A . 

the European mainland did it become as 

or, at least until 1914, Grea < ^"ITcompany organization had 
But, although its spread was del y , J ia , act i v i ty before 

become indispensable to some^ e ~k ter mechanization, which 

the end of the nineteenth century.T g teady increase in the 

has already been mentioned, stimu second half of the 

average size of businesses of many y P of information about 

century. So, too, did the greater ^^^ e ° d \ r:insp0 rt and corn- 

market conditions over a wide area. p r or m any more 

munications made it practicable an pr ‘ ^ ets to establish 
enterprises to interest themselves m nc\ ‘ Q f gaining a foot- 
agents and commercial travellers for t ie^ d in j strat ion in order 

ing in them, to elaborate their systems of admirustra^^^ ^ ^ 
to be constanUy responsive to change opportunity of selling 

expand their whole business to grasp thc oppot 

more. „ factor cncourag- 

This growth in the size of firms was °- but t hc influence was 
ing the adoption of corporate orgam/.a i » liability made it 

reciprocal. The establishment of general hmitcai ^ thus & 

much easier to build up firms to a ^ ry f ‘ busincss concentration, 
contributory factor to thc dcvelopm r sma llcr number 

i.e. the conVolidation of activity into thc ^nds of a smaUc q( . 

of separately controlled firms, relatively to thc total 

business. . , , „i u . nnmC non in thc late 

Concentration was not an entir'e y b C ' CI ^ mportan t industries in 
mneteenth century. 1 here had earli and places; in the 

which it had been marked at particu a second quarter of 

Lancashire cotton industry, for example, in thc seco q 
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the century, when economies in the application of power led tem¬ 
porarily to the growth of composite spinning and weaving firms at 
the expense of smaller specialized mills. But it was only at a rather 
later date that a rapid increase in concentration became a feature 
common to many activities in all important industrial countries. 

Its extent in economic activity as a whole in the late nineteenth 
century is difficult to assess quantitatively, but there is no doubt 
that it was very considerable. In thirteen leading manufacturing 
industries in the U.S.A. the average amount of capital of each 
manufacturing plant was multiplied by thirty-nine between 1850 
and 1910, and the value of the average output was multiplied by 
nineteen. Even in so widely competitive an industry as the cotton 
spinning of Lancashire, the number of firms remained practically 
unchanged between 1884 and 1911, while the number of spindles 
almost doubled. In newer industries, where there were fewer small 
firms with deep roots, concentration went on more easily and to a 
greater extent. In the twentieth century it proceeded more quickly, 
and affected a wider range of activities almost everywhere. In the 
U.S.A. establishments with an annual output of $5,000 to $20,000 
employed 6-9 per cent of the manufacturing wage-earners and pro¬ 
duced 3-7 per cent of the manufacturing output (in terms of value) 
in 1914, but by 1929 these proportions were reduced to 2*3 per 
cent of the wage-earners and 11 per cent of the output. On the 
other hand, establishments with an annual output of more than $1 
million employed 35-3 per cent of the wage-earners and produced 
48-7 per cent of the output in 1914, but in 1929 employed 58-3 per 
cent of the wage-earners and produced 69-2 per cent of the output. 
Establishments with an annual >utput of less than $500,000 were 
making a declining proportionate contribution to the nation’s 
manufacturing activity. 

Concentration was closely related to industrial combination. 
Although increased concentration came about partly because many 
smaller firms were unfitted to meet new economic and technical 
conditions and passed out of existence, leaving the field to their 
larger, expanding competitors, the process was in most cases 
helped on by the making of agreements or some form of complete 
or partial fusion between rival firms. There was a number of im¬ 
portant industrial combinations in various countries in the eight¬ 
een-seventies, but it was in the last few years of the century that the 
movement really began to gather strength. In Great Britain 
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between .8q6 and 1901 large combines were formed in the manu¬ 
facture of sewing cotton, bleaching powder, Porilan ’ At 

paper, and tobacco, and in most branches of tio 

the same time there was in Germany an increase > n *eJbrmatiOg 

of cartels which had begun to be also industrial 

nearly 400 were in existence. In t , u tb e r or _ 

combination was rapidly extending, particularly through^ he 
mation of holding companies, which were purely financial bodies 
created for the purpose of exercising common control, through.the 
ownership of stock, over the policies of previously co p « 
prises. In 1904 there were in the country 3 «8 tndtrst al combines 
in which were consolidated nearly 5.300 separate etabUshme ^ 
and which were capitalized at more than $7,000 m lion. Of these 
combines, 236, with a capital of about S6,ooo m.Uion had^been 
incorporated since 1897. The combination mo First World 

almost everywhere in the ten years or so pre ^ . l n Great 

War, though not to the same extent in all InJ^ 

Britain it became temporarily of sma impor > continued to 

many and the U.S.A. numerous important combmes contmu^ 

be made. In the period between the two % ‘ nbe r of car- 

went on rapidly in all industrialized COUn ^J[^ ates madc on some- 
tels in Germany rose to 2,400 by » 93 2 - ' R • in in ig27 about 
what different bases *n ^ wcr , employed 

20 per cent of mining and manutactur g , 0 or 

by firms which formed part of some combine, andjtha » ® 

29 per cent of the workers in factory trades were in industries 

which competition had practically disappearec . activities 

As industrialization spread and compe««on m more ac, ^ter- 

became international in scope, some combines a is markc ts 

national. The earliest important attempt « f()Undation of 

among the producers of different coun .n ^ |Q14 there were 

the European rail-makers cartel in 18 3, « , onc country, 

over 100 agreements concerning firms in m r . s : ons of firms in 
In a smaller number of cases there were closer fusio^l ^ ^ 

different countries, the earliest being t ic ° e numbcr Q f the 
formed in 1886. Early in the twentieth cent* intcrnatio nal 
leading new industries came under the . international 

combines. They included oil, rayon, an - Jv‘ including the 

combines were also formed in some older 11 combines which 

manufacture of armaments; and numerous » 
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were controlled from only one country took a leading part in the 
business of other countries. In the interwar years, international 
combines, like national combines, increased steadily in numbers, 
but they still remained the exception rather than the rule, whereas 
national combines were beginning to control a major part of 
economic activity. 

Combines included many different types of structure. Most of 
the business associations formed in the late nineteenth century were 
of a horizontal type, i.e. they were agreements or fusions among 
firms making similar products, and they usually included among 
their objects an attempt to monopolize all or part of the market for 
their goods. Vertical integration, by which several successive stages 
in the production of a finished article (ranging in extreme cases 
from the mining or growing of all the raw materials to the opera¬ 
tion of chain stores in which the completed goods were sold) were 
brought under the control of a single organization, was rare, 
though not unknown, before 1900. In the early twentieth century 
it was developed to a much greater extent. This type of organiza¬ 
tion was in practice less concerned to secure a monopoly or near- 
monopolv. Its rise was more closely connected with changing 
methods of business management, and it was in fact an extension 
of the attempts to ensure the most economical transition between 
successive stages of the productive process which, within the indi¬ 
vidual factory, were among the chief concerns of scientific manage¬ 
ment. 

There was indeed a very close connexion between the rise of 
scientific management and that of industrial concentration in all its 
aspects. In part they were complementary responses to the same 
environmental changes. More mechanization, greater subdivision 
of processes and the consequent increasing proportion which over¬ 
heads bore to total costs, characteristics of industry which began to 
be prominent in the last quarter of the nineteenth century and be¬ 
came more and more so in the course of the twentieth century, 
eventually compelled a change, not merely in the internal adminis¬ 
tration of firms, but in their whole structure. The rewards for 
introducing new techniques and methods of organization were 
potentially great, provided that the increased overheads could be 
spread over a much larger output. Those rewards could only be 
grasped by firms which were not only bigger than they had been, 
but in some cases had grown faster than the market, so that they 
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could survive only by securing a P™VorUon one 

previously been effected «ving. elsewhere, 

group of costs was a stimulus century appeared to be 

Most of this effort in the nine e lcchno i 0 gy so as to bring 
directed towards the improvemen Rt as no ted earlier, into 

prime costs lower and lower; som ’ g ut SO me efforts 

securing more efficient internal “ rtly according 

were put forth in other directions a ^ wit | W idely differing 
to the opportunities available in J Some firms sought the 

technical and commercial con lt J°*** sought by agreement to 
economies of vertical integration. . mainly to defeating 

reduce the expenditure which and other 

their competitors, either by provision of services and 

methods of sales promotion, or > u,. unnecessary in conditions 

concessions to consumers which wou ,. similar agreements, 

of less violent competition. Some, in maJang ^ ing 

concerned themselves less wit i cco obtaining control ot the 
themselves an adequate net return > ob(ion G f m any duph- 
market. Some looked for savings a number of separate 

cated administrative activities by bring 11 © 

establishments under a single tilings was particularly 

The incentive to do any or all of *f heimelves confronted by 
strong when large organizations 011 ~ m taining previous rates 

fam4 prices and" increased and the 

of profit, as many of them did 1 response in the form of 

nineteen-thirties, two periods in w nc i a tlic I1C w capital 

combination was specially facilita e , • a ble at fairly low 

needed for financial reorganization vva * incentive was always 
rates of interest. But to some extent mr degree of mcchani- 

present wherever there was a high or inert a factor influencing 

zation or standardization. 1 his was t c c c( j industrial com- 

thc development of concentration in a a crlc d more strongly 

munitics, though its influence was * °, C °^ ^ * st affected were ol dii¬ 
on some activities than others, and t ose 0 f different countries, 
fering importance in the economic strul u . „ t he most general 

There were, however, other influence - n man y industries 

of them was the prevalence of excess ca P tro duction of many 
in the interwar period. This prompte r 1 groups of firms made 
schemes of rationalization under W those among them who 

joint financial provision to compen. - 
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closed down plant. The seriousness of this problem was the result 
partly of the general increase in the proportionate burden of over¬ 
head costs, but partly also of circumstances peculiar to the time. 
For example, the special needs imposed by the First World War 
had caused an expansion of capacity in some industries, such as 
shipbuilding in Britain and various branches of engineering in 
several countries, which peace-time demand could not keep 
employed. There were also, at the same time, as a result of higher 
incomes in industrialized countries, important changes in the 
pattern of demand which adversely affected some of the old basic 
industries, especially those of Britain; and the political obstacles 
to the maintenance of international trade, which became more 
serious in the nineteen-thirties, aggravated the problem of 
surplus capacity in some of those same industries. 

But concentration, though it persistently increased, was by no 
means a uniform or steady process. It advanced everywhere much 
more rapidly in some years than others; it increased considerably 
in some industrial countries at times when it had temporarily slack¬ 
ened in others; it led to the establishment of different types of 
organization in different countries. No explanation of the manifold 
individual variations within a general movement could ever hope 
to be complete. Here it is necessary only to indicate some of the 
more important temporary or local influences: differences both in 
time and place in the movement of economic activity; differences 
in the relative importance of industries particularly suited or un¬ 
suited to concentration; differences in the available marketsarising 
from differences of geographical position and transport facilities; 
differences in fiscal legislation and the law of contract. This last 
group of factors, arising from the policies of governments, was 
especially influential on the forms of organization in concentrated 
industries. I hough the tariff was described in the U.S.A. before 
the end of the nineteenth century as ‘the mother of trusts’, it is 
quite clear from what happened later, especially in Britain, that 
much concentration and combination could take place without a 
protective fiscal policy. What the tariff did was to make it easier 
for combines catering almost entirely for the home market to reap 
the advantages of domestic monopoly. The influence of the law of 
contract was probably stronger. The readier enforceability at law 
of contracts in restraint of trade was undoubtedly a major reason 
> commoner in Germanv than elsewhere. The 
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very lax company laws in force in New Jersey at the end of the 
nineteenth century made it easy for the great new American hold- 
ing companies to establish themselves, and similar Uberahty in 
some tiny European states, including Liechtenstein and f ™- 
bourg, seeking revenue from outside, facilitated the formation of 
some of the ramshackle structures of international holding com- 

panies in the interwar years. _ nr i 

Concentration affected particularly finance, public fin 
manufacturing industry, the three major branc e Dro fit- 

which a high degree of standardization was most comm Y P 
able. In manufacture the number of small estabhshmemscomnmd 
everywhere to be far greater than the number of very large ones 
but the latter became responsible in the twentieth century for a 
preponderant and growing proportion of tota ou pu ■ 
and insurance, which, it is often overlooked, are concerned ui h a 

narrow range of highly standardized functions ^ 

of times, amalgamation was particularly rapid in the f ^ 

the twentieth century. In public utilities concen ra the ra h_ 

far in the interwar period: in one country after . a " , er _ 

ways passed into the control of fewer and arger o » Weltis the 
ation of electric power was similarly treate , an 1 regional 

same process was repeated as services were orgamz b i ess 

or nation-wide instead of a local basis. Distribution was muchness 

affected, especially its retail side. About i 9 °°» dcp trics an d 
and chain stores began to appear in the wea K n - ncnt j’ n the 
chain stores in particular became steadily moi< p retreated 

next half-century. But the small independent shopk ^ ^ fctail 

only gradually before them and rcta J? e ‘ agriculture was the 
trade. Of all the major economic activi ’'^ cvcn of this it 
least subject to concentration, yet in some branches^ ^ ^ ^ 

was noticeable in the interwar years. A h , such as 

heavily capitalized types of tropical plantation;^ ^ con ’ tro i Q f a 
the raising of sugar-cane and rubber, P ass hc sizc Q f the unit 

few large companies; and a gradual mere 

was evident in some temperate arable regions. rease of b usi- 

However numerous were the exception ^ significance 

ness concentration, they were too few to 1 ^ increasingly 

of the general trend. The large unit w ^ ,? ndame ntally 

representative of business, and, as it ^ , , lif< . B y combining 

changing the environment of political an 
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concentration in the control of wealth with dispersion in its owner¬ 
ship, it was modifying the nature of one of the most elemental 
social institutions: property. By 1930, 22 per cent of the national 
wealth of the world’s richest country, the U.S.A., was owned by 
200 corporations, in the biggest of which no individual owned as 
much as 1 per cent of the stock. In highly concentrated business 
the nominal owner of property was neither responsible for it nor in 
control of it. Its value was determined by factors which he could 
not influence, yet was ascertainable at any moment. Its form was 
highly liquid and, within a limited range, it could readily be trans¬ 
ferred to an alternative use. By contrast, those who were given con¬ 
trol of vast wealth often owned only a tiny fraction of it. Indeed, a 
large measure of control was exercised by people who owned none, 
for a wide range of business decisions was left to professional 
administrators, who in the twentieth century formed a steadily 
expanding class in all industrialized countries. 

The great and impersonal concentration of power which accom¬ 
panied changes in business organization naturally aroused some 
suspicion and hostility, but legal and administrative attempts to 
diminish it by enforcing a reversal of the process of combination 
were never pursued more than half-heartedly, except for short 
periods, in any country. It was clear that in many branches of 
activity profitable production was impossible without a high de¬ 
gree of concentration, and that adaptation, through concentration, 
to new technical and economic conditions had contributed much 
to an increase ol realized wealth, some part of which was widely 
diffused. I he prestige of free competition declined everywhere, 
especially after 1930. The conditions which imposed a choice 
between increasing concentration and a falling-off in productive 
expansion continued to become more widespread and were rein¬ 
forced by new developments. For example, in the twentieth 
century in most industrial communities the proportion of private 
incomes which was saved declined appreciably as the burden of 
taxation and the cost of services rose. Business which had once 
changed its organization so as to be able to meet its needs by 
1 eci uiting outside capital was in the twentieth century thrust back 
more nearly into the position of the early factories which had to 
finance most of their expansion out of their own savings. In the 
twentieth century it was only because business companies were 
themselves the largest source of new savings that they kept them- 
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selves adequately capitalized and on the whole, itwas the big firm, 

autotomyTn to*"M.nor mtucnces" sucht^the 

unit a new lease of life in a few occupations, but they ' ^ 
in the balance against other factors wlt , he struc ture of 

time conditions in the nme,ee ^ or “ ‘ ‘ veU as sm aU firms were 
industry in many countries. Some la g . found that 

physically or financially destroyed, ome enabled them 

years offuU order books and inflationary prices riv alry with 

for the time being to do more than hold ^^^^"^them- 

bigger undertakings. But the old in u e i ^ s S iculture, business 
selves and, outside the lands of p great as 

concentration continued in the nineteen-fifties to Dc g 


ever. 
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Labour 


Labour has a dual character, springing from its existence as a 
factor of production and, at the same time, as one of the principal 
sources of individual experience, an outstanding direct influence on 
the quality of life of almost every human being. To the manager 
of any business it has always been among the prime necessities 
that he should have an adequate number of workers of various 
types and grades of skill, that they should be both able and willing 
to carry out specified functions, and that he should be able to re¬ 
tain their services as long as he wished, or replace them by others, 
at a price low enough to enable him to sell his final product profit¬ 
ably. But to the individual with labour to sell, the most important 
considerations were quite different. There was a whole way of life 
with which he was familiar and which he wished to maintain with 
incidental improvements, or there was some different mode of life 
to which he aspired, and his pay and working conditions largely 
determined how far his hopes and expectations could be fulfilled. 
Often they determined even how long he was likely to live. Because 
of this difference of interest, the history oflabour is marked by alter¬ 
nations between seemingly divergent courses. There were attempts 
by each interested party to subordinate the concerns of the other to 
its own. But the interdependence of labour as a way of life and 
labour as a commodity essential to business was permanently 
inescapable, and consequently gave rise to attempts to devise new 
systems and terms of employment which would benefit each party, 
not at the expense of the other, but through the sharing of 
improvements jointly created. 

I he local environments in which labour has had to function in 
the last hundred years have been of the most varied character. The 
type of occupation which predominated, the technical methods 
and managerial systems in use, the opportunities to change em¬ 
ployment, the rate of growth and the age structure of the popula¬ 
tion, the extent of urbanization, and the state of the law on labour 
questions all differed from place to place and from time to time, 
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and consequently the history of labour in different countries and 
industries had marked individual features. It is not possible here 
to trace out any but a few of the most outstanding o t ese con 
trasts. All that can be done is to discuss the way in w 11c 
fundamental economic changes, as their influence sprea 
larger part of the world and an increasing range o ac 1 > 

created certain common basic labour problems an e 
adoption o£ solutions in many of which there irr *P° , 

common elements though they were not comp ete > 1 en 1 ’ 

The first labour problem to arise in the course o m u , 

tion was the need to recruit workers for a body o new an e 
ing occupations. In few communities before the nineteen i s _ 

was there much mobility of labour. It was not economic > 
sary, and prevailing institutions were on the woe lsco . . 

it. Everywhere the most important occupation wa * a ^ . oni * 
and the proportion of the population engage m 1 ‘ , G f 

slowly. When other occupations expanded, the a sou rooorl j on 
additional labourers which they required was small in p 

to the total population. The commonest experience wa r f) ii ow 

bers of the same family through succeeding genera ion - n 

the same occupation, and the path of entry to most occu . j t 

many countries was closely prescribed by status, aw , • nply 

was exceptional for a person to be in a partial- job snnply 

because he received a wage which was as goo as or 
could obtain by doing something else within is c ‘ l P a . . ^ ur 
Increasing industrialization caused more rapid change^ n labour 

requiremenfs. Some means had to be found, either by 
or compulsion, of diverting to work in the new mechanize man ^ 

facturing industries and the expanding commcrcia a unity 

Who, under previous conditions, wou.d have 

or incentive to escape from the occupationa > minority, 

laid down for them Compulsion, except towards a ^ “ 
was impracticable, not only because of the human un( j s A 

tion which it aroused, but also on strictly economic 8 
large, organized traffic in forced labour was, in mne which 

conditions, too expensive. It imposed an over i n most Q f 

few businesses could bear without difficulty, n a SLl Vlicieiitly 
the tasks awaiting operatives in early factories WCIC - e labour 
stereotyped to be safely left to the sullen and unre P little 

of those who had nothing to gain by doing them well and n 
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to lose by doing them badly. The recruitment of virtually forced 
labour for factories was therefore practically limited to small groups, 
such as the pauper children in Britain in the late eighteenth and 
early nineteenth centuries, who could be gathered in cheaply be¬ 
cause circumstances had already delivered them en masse into the 
hands of public authority, and who could be employed on tasks 
which were simple and often trivial though essential. 

Inducement, however, was not easy to apply. Conditions had 
first to be created in which labour was free to respond to the in¬ 
ducements which employers could offer. Agriculture was the prin¬ 
cipal source from which an army of industrial workers had to be 
recruited; but as long as serfdom survived, it imposed on the mass 
of the rural population the obligation of remaining tied to the soil, 
and also offered them the security of having the soil permanently 
tied to them. I he transfer of labour out of agriculture on a large 
scale was impossible in Europe until serfdom was abolished. Other 
sur\ iv'ing restrictions placed by legislation or administrative prac¬ 
tice on freedom of occupation or movement also had to disappear. 
In Europe in the early nineteenth century a great many such 
restrictions still remained. So did others of a slightly different kind. 
Occupations which were expanding and in which it was desired to 
introduce competitive bidding for labour were still subject to wage¬ 
fixing by administrative decision or by legislation, and found the 
size of their labour force still limited by strict conditions of entry. 
Duiing the first halt of the nineteenth century many restrictions 
u 11 ‘ IL P ca l‘cf or fell into disuse. Some had disappeared even 
earlier. But their influence survived them. People who had grown 
u.P 111 an L * n vii onment in which particular regulations and restric- 
tionswere part of the background of everyday life usually retained 
the habits and outlook appropriate to that environment unless 
some catastrophe broke up their existence. It was not until a new 


generation emerged which had never been accustomed to the old 
regulations that the abolition of these made its full contribution to 
the establishment of an unrestricted labour market. 

it deni an of industrialization involved changes, not only in 
occupation, oui in location also. To a large extent it was the same 
ega an customary restrictions which hampered both kinds of 
change, and their removal had consequently a twofold influence. 
But there were also some physical difficulties of movement. In Brit¬ 
ain, where manufacturing grew rapidly in the first half of the nine- 
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teenth century, these were considerable, though not insuperable. 
But in other populous countries manufacturing and the railway 
grew more or less simultaneously, and as soon as people were tree 
and willing to move into new industrial centres, adequate transpor 
was available for them. In any case, much of the labour for ear y 
industrialization in Western Europe seems to have move on y 
quite short distances - out of villages into the nearest manufactur¬ 
ing town - so that transport was only a minor consideration. In- 
adequate transport probably retarded seriously t e 8 roVNt ° 
industrial labour supply only in those areas, not a y t e 
which needed large numbers of people from overseas. 

As obstacles to mobility were removed, new y mec ianiz^ r 
dustries gradually succeeded in obtaining the required number ot 
workers by drawing in people from the countrysi e an y 
fuller use of women and children. In achieving t is, t e> ' 
sisted by the rapid natural increase of population which vvastaking 

place throughout Europe in the nineteenth century. u c< 
populations of Britain, France, and Germany rose tom P 
mately 66 million in 181 o to 86 million in 1840, 104 milho 7 

and 132 million in 1900. . , . ,^ hnnr 

There was the further difficulty of ensuring that this abo ^ 

acquired the qualities which enabled it to cairs ou iu % Q f 

work in unfamiliar conditions. There was a gtmia was 

imposing greater regularity of working on everyone, , 

tackled by the imposition of elaborate and often severe code* ol 

discipline. And there was the further necessity or c ‘ rrnt ; ces hip 
individual to do particular jobs. The old systems o a PI sprcac i 
were no longer appropriate for this purpose ccausc W ork- 

training ovef a long period Of the great * ^ 

ers it was required merely that they should * t ^ e y 

time, the rudiments of a few jobs which they tou P - ^ usually 

went along from their overseers and workmates. c ‘ taining a 
little detailed instruction. The economy of training an r _ 
highly efheient labour force was one which was on y g caDa ble of 
ceived in industry. To a large extent it 

achievement in the mid-nineteenth centur), among 

that the heavy incidence of disease and the shor 

workers made a high turnover of laboui inevi aS on i y 

forties the expectation of life at birth in anc \ - ni t j iat 
twenty-four years. Employers provided the minim 
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was essential and a good deal of discipline. Society gradually sup¬ 
plemented these as elementary education, both secular and reli¬ 
gious, was extended at varying rates in all industrialized countries. 
It was unavoidable circumstance as much as deliberate provision 
that made some labour adapt itself to the needs of a new type of 
work and a new way of life in the middle of the nineteenth century. 

To many of the workers who changed their occupation and place 
of living, the dominant feature of their position must have seemed 
to be that they were at the mercy of circumstances quite outside 
their control. Rural changes deprived many of them of their 
security. Others grew up as members of a rapidly increasing popu¬ 
lation and, though some of them could find work on the land, many 
found that there was no room for them in the traditional family 
occupation. They were forced to move away and take some other 
means of livelihood. So began the steady decline in the proportion 
of the population engaged in agriculture, which began to be 
noticeable in most countries at some point in the nineteenth cen¬ 
tury. In the U.S.A. the proportion of the population engaged in 
agriculture, forestry, and fishing fell from 72-3 per cent in 1820 to 
68-8 per cent in 1840, 53-7 per cent in 1870, and 38-2 per cent in 
1 goo; in England and Wales the decline, which began much earlier, 
was from 22 8 per cent in 1841 to 14 8 per cent in 1871 and 8-6 per 
cent in 1901; in France from 63 per cent in 1827 to 43 per cent in 
1866 and 33*1 per cent in 1901. 

That an increasing proportion of the population was forced out 
of agriculture did not mean that an equivalent proportion was 
thrust into mechanized factory industries. The distressed or ambi¬ 
tious labourer who left his native village at any time in the nine¬ 
teenth century usually went into a growing town; and in a town, 
merely by reason of its size and social composition, there was a far 
wider range of employment opportunities than elsewhere, though 
many of the opportunities were of a very uncertain and insecure 
kind. 'I’he commonest cause of the rapid growth of towns was the 
gathering together of factory industry or the commercial and 
financial institutions which expanded pari passu with it. Conse¬ 
quently, factory industry was a chief source of employment for 
people moving into the towns. In some towns, especially the small¬ 
er ones specializing on a single branch of production, it was pre¬ 
dominant. But towns also needed labour for special services of their 
own: for local transport and messenger services, for entertainment 
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, for catering * most of them contained some concentration of 
fairly affluent people with a heavy demand 

and were better suited to ^*^ ^^,10,, was 

The urban working class ™T-lace.^^teen.h century, was 

“tTKe^ Many of its —ers especially the men 

who worked in factories, were rccciv g 8 P them 

incomes physica] 

were aware of the fact. Me , n iobs; their family 

conditions; they had little lel ^ e J^ rk ^ )r women J and children was 

life was broken up because p dome it at home; and, above 

to be had by going out to it, instead of tiomg >a. ho , ^ 

all. most of them had grown up ‘ ' ‘ “T^vhich were under com¬ 
ment. Some of them, practising handn:raiu which |aU 

petitive pressure from forced down. Not 

measurable 8?^ n “^ c movements of organized protest 

surprisingly there were ma y ^ tra de umons wcrc 

against prevailing working organize political movements 

formed, and there were attemp j ass There were intermit- 

on a national scale among the working class. I he ^ & reduc . 

tent strikes for limited speci c J Ther£ was also a goo d deal of 

tion in hours at a particula V- , • h depended for most 

effort put into various Ut °? ia "P^n™ce and wishful think- 

of their support on ““^"to univcrLl prosperity and bliss, and 
mg - a desire for a short cu achieved at once 

a belief that such a consummation coukl^b bcforc l85 o 

merely by a radical change in so “ a , . j tcr everywhere else, or- 
in Great Britain, and until gVictories. Work- 

gamzed labour movements ga V support and most of 

the-er^^^ 

r d SffiSSL to SEE The/e was no 
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unity of aim or experience among the working class, much of which 
consisted of a floating population passing from one job to another, 
its ranks constantly changing through migration and death. The 
first steps in industrialization, the creation of a new physical and 
social environment, and the formulation of new means of adapting 
labour to meet the changing demands of society as a whole, were 
achieved without much positive influence from organized labour. 

But this particular experience of the shaping of the social re¬ 
lationships of an industrializing community was the outcome of 
conditions that were not universal but confined to particular times 
and places. Only in Great Britain up to about the eighteen-fifties 
was it a characteristic of fundamental importance to the life of the 
whole nation. Elsewhere until the eighteen-seventies and ’eighties 
something similar was happening in the few large, appreciably 
industrialized towns, always with local variations, and, in contin¬ 
ental Europe, characterized particularly by a greater effort to 
further the interests of the old handicrafts, which were still more 
tenacious of their position than they were in Britain. Even the con¬ 
siderable industrialization of France under Napoleon III does not 
appear to have caused any immediate increase in the proportion 
of urban factory workers. 

The major development of industrialization in most parts of the 
world came later than 1870, and took place in conditions of much 
more fully mechanized techniques and much more complex meth¬ 
ods of administration in business, and of much easier mobilization 
of the resources of society for the purpose of modifying its estab¬ 
lished ways of life. Because of this, the kind of labour that was 
needed changed, and so did the opportunities which labour had of 
making its own abilities and interests fit in with current needs. 

A higher degree of mechanization did away with the old long- 
drawn-out struggles for existence between handicrafts and factory 
occupations by bringing a swift extinction to the former. The skilled 
craftsman ceased to be interested in the defence of a dying indus¬ 
trial system. He became instead a privileged person in the most 
advanced forms of productive enterprise, anxious to prevent any 
inroads on his privilege, and conscious that he and his like were in 
growing demand. Increasingly elaborate methods of administra¬ 
tion created a large demand for other types of specially skilled and 
trained labour: for clerks and typists and store-keepers and more 
specialized supervisors, and, at a higher level, for a much smaller 
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but crowing body of professional managers, accountants, company 
lawy^rsThe number of clerical and lower executive workers who 
wanted was so large that they could be found only by recruit- 
meuit'largely from working-class famihes, so that labour mobility 
wafneeded in a new direction. At the same time the posmon of 
unskilled workers changed profoundly. Factories could absorb them 

numbers in iobs which were at once more simple and 
mo^exigent; more simple because each workman had to do fewer 
things more exigent because those fewer things had to be done 
morf regularly and by more uniform methods. Many of the: non¬ 
factory unskilled urban jobs also became more regularly organized 
though casual work, involving native opportunism and endurance 

but no training, continued to employ many. 

In a wide and expanding range ofactivit.es, a worker could not 
do his job properly unless he brought a new mental attitude to it 

Literacy aLn’g Jost 
.h,ch . higher ,„Mhg 

spite ol the tact i school whcre it was easiest to learn 

todo°t!hat. : ^Everywhere that a large amount of highly mechanized 
industry was introduced , tary Education. Where much 

- an 

To the conditions ^tydependjm, - pr^on 

im^^ant^There^the ^^^j^^co^^ri^^too^the'extensioi^cd' 

cducation'changcd many things besides the suitability of labour to 
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the conditions of production. Among other things it made workers 
better able to pursue their own collective purposes, and helped to 
give them different ideas of what they wished to be done with the 
fruits of their labour. No particular aspect of adaptation to chang¬ 
ing technical and economic conditions remained isolated. There 
was a set of mutually interacting changes which together con¬ 
stituted a fundamental transformation of society. 

But some of the adaptations within the narrow field of industrial 
life were delayed, often to the detriment of labour conditions. 
Among the most important things to every worker were the terms 
of the contract under which he was employed and the method of 
calculating and paying his wage. At the end of the nineteenth cen¬ 
tury these were often still devised in ways appropriate only to in¬ 
dustrial conditions which had disappeared. For example, in spite 
of the need for more careful management, many employers had no 
direct responsibility for the terms of employment of large numbers 
of people in their works. They engaged only a limited number 
themselves, and these acted as sub-contractors, employing and pay¬ 
ing their own assistants. British industry, in particular, was riddled 
by the sub-contract system. It was not confined by any means to 
occupations with a primitive organization and little mechaniza¬ 
tion, but was found in some of the most advanced industries, in¬ 
cluding shipbuilding and various branches of engineering, and was 
in force in some of the largest manufacturing establishments in the 
country. Irregularity of wage payments, which had been a com¬ 
mon grievance earlier, was almost certainly declining, but pay¬ 
ment was still not always very frequent. Many of the lowest-paid 
workers received their wages only fortnightly, which was a cause of 
some hardship. By receiving their wages unduly far in arrear, they 
were involuntarily contributing to the financing of the business in 
a way which had, perhaps, been unavoidable when it was inter¬ 
mittently difficult to keep up the level of circulating capital, but 
which was so no longer. Payment of part of the wages in kind, 
which in agriculture was often convenient to all concerned, and 
which had sometimes been a help to workers in isolated manu¬ 
facturing establishments, persisted in mining and manufacture for 
much less laudable reasons: the over-valuation oftruck was a saving 
to many employers. To some extent truck still prevailed at the end 
of the nineteenth century, though it was of declining importance. 

Some of these obsolescent features were removed in the course of 
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gradual managerial improvement, some of them gave way before 

£w Pr ^ 

tion was gathered into towns, circumstances were rather more 

m^=mm 

was dwindling in importance and, m consequence the re at 

and the imposition of uniformity^ ^ s f tion could often be 

numbers of employees mea rmifv in the applicationofchanges. 
improved only by a similar uniformity in the appnca s 

To P protect labour in its daily woAand - ensure^tha ^ ^ 

little delay in passing on to labo , frult s of increased 

and shorter working hours, some action, 

productivity was difficult except y ““ ffective way of mitigating 
Collective action was also the m r; a ,,ctrial life As 

the influence of the charactenst^ l^ecun^ie^^^ warehouses> an d 
more of them were drawn into 

transport undertakings, and as th p y ^Hvantaecs but they 

of towns improved, to periodfc unemploy- 

were exposed to ‘sickness, disablement, 

ment, and some of-the P burderl of these contingencies 
or premature death, lne nnan -j r _ an d j t was 

on the individual was mo ^ c tha ” he ^ his employer. Insur- 
impossible to pin responsibleIny o: r e . d friendly bene- 

ance by pooling resources through trade ^ f n r ^" S f a At thc sa J e time> 
fit societies was the only effective means did 

since it was labour which SU *?^ f ^°™ sks of ils organized bodies 
to* urgcTtha^ their'reUef I shou!d be undertaken by the community 

as a whole. 
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To make novel, radical solutions of problems like this acceptable, 
and to apply them in practice, took time, however. The reshaping 
of industrial relations within a framework of new institutions, so as 
to deal with some of the impersonal and systematic problems 
emerging with the use of extreme mechanization in large-scale 
undertakings, was in progress, at first very slowly, throughout the 
first half of the twentieth century. Gradually a drastically changed 
approach to the whole question of industrial efficiency was achieved. 

Something has already been said of the new methods of manage¬ 
ment which were introduced. A changed treatment of labour was 
an integral part of them. Some means had to be found of encourag¬ 
ing workers to accept conditions in which more rigorous uniformity 
was imposed on their work, and the amount that they produced 
was subject to continuous and minute measurement. Particular 
attention was given to experiments with the wage system so as to 
reward special efficiency and ensure that the sub-standard worker 
bore the financial loss of his own lack of proficiency, and so as to 
demonstrate that by falling in with the new methods workers could 
gain an appreciably increased income. The commonest form of re¬ 
muneration already in existence in manufacturing establishments 
was the time-wage, though the precise extent to which it prevailed 
is uncertain. An investigation in industrial establishments (ex¬ 
cluding the railways, tramways, and omnibuses) in France be¬ 
tween 1891 and 1893 showed that about 70 per cent of the workers 
were on time-wage and the rest on piece-wage. Piece-wages appear 
to have been used most in some of the more skilled occupations, in 
which effort and output were in a fairly constant relation. In Brit¬ 
ain, in the early eighteen-nineties, 49 ot the 111 principal trade 
unions (with 57 per cent of the total membership) insisted on their 
members being paid by the piece. At the time when mechanization 
began to increase rapidly, the piece-wage was the only system ot 
special incentives in existence, but its extended use was retarded 
by many disputes. If piece-rates remained unaltered, the whole 
benefit of any increase in productivity resulting from further 
mechanization was passed on to labour, but attempts to cut piece- 
rates were usually resisted. There were constant complaints that 
piece-rates were based on the performance of the exceptionally 
good, not the average, worker, and that whenever they produced 
higher wages than the employer had expected he tried to cut them. 

Difficulty in securing the acceptance of piece-rates encouraged 
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attempts to devise new forms of efficiency wage. Among the earliest 
were various types of gain-sharing, introduced, chiefly in engineer¬ 
ing works, in Britain, Canada, and the U.S.A. in the eight een- 
eighties. They provided that a proportion of the saving thieved 
by a workman doing a job in less than the standard time should be 
added to his wages. Some gain-sharing schemes were ° n “ collec¬ 
tive basis, the saving achieved by a group being shared among its 
members, irrespective of individual performance In practice, how¬ 
ever most of these schemes were found to stimulate output much 
less than individual gain-sharing schemes In the twc "“eth centu^ 
many different variations on the general system of adding to the 
guaranteed wage a bonus for surpassing a set standard were 
devised and introduced. But they by no means displaced the older 
types of wage remuneration. Efficiency or progressive wage 
systems were most used in the U.S.A., as might be expected, since 
mechanization was carried furthest there. But sample enq-„ s 
indicated that around .930 about 40 per cent of the workers ,n 

manufacturing industry in the U.S.A. were on 35 

cent on fixed piece-rates, and 25 P^ cent on premium or bonus 
systems Elsewhere time-rates still almost certainly predominated 
though Piece rates were common in the industnabzed regions of 
Central and Western Europe. Piece-rates and efficiency wages were 
not much used anywhere except in manufacturing and mining. 

But in the mostadvanced industries the type of wage formula 
was becoming less important. In many industries time and mouon 
study was used to devise standard outputs and employers tned to 

relate the amount of wages, whatever the 

they were expressed, to these standard outputs 11 » ‘B *“ 
bargaining position of employers, the greater the influence ol this 
practice was”likely to be. In the most highly mechanized workshops, 
indeed, C the indivldua 1 came ,0 have little direct influence on ns 
own rate of output, which was predetermined by the sy "chromza 
tion of a series of machines and the pace of conveyor system, 
adjusted to conform to observed average performance. He cou 
either keep up with the conveyor or fail .0 do so and lose h.s job In 
=1 the direct interest of labour in Use 
maximum managerial efficiency became char. s.n x d dete^ 

mined the rate ^ ^t tfluence on fhe 

policy*of some trade unions, especially in the U.S.A., and led them 
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to press organizational improvements on employers. Where there 
was less complete mechanization, the interdependence of mana¬ 
gerial methods, productivity and wage-scales was less obvious, and 
it was possible for the old idea to persist, as it did in many British 
trade unions, that to seek for or co-operate in ways of increasing 
productivity was not in the interests of labour, as it was likely to 
force someone out of his job. Such differences in attitude were par¬ 
ticularly important after the Second World War, when persistently 
high levels of employment strengthened the bargaining position of 
organized workers. At this time wage movements generally, though 
they differed from one country to another, were probably influ¬ 
enced rather less than before by changes in efficiency and output, 
and rather more by the higgling of markets in which oligopoly, not 
free compedtion, prevailed. 

Another aspect of the problem of industrial efficiency which be¬ 
came increasingly prominent in the twentieth century was that of 
labour turnover. Previously this seems to have been regarded as 
something largely uncontrollable and perhaps not very important. 
But it became a serious matter if skilled men responsible for the 
maintenance of highly specialized and complex equipment had to 
be replaced frequently, and it was also a minor obstacle to full 
efficiency if it was necessary to be constantly fitting new recruits 
into groups of unskilled workers who must work together. There 
were also intermittent difficulties in recruiting enough suitable 
labour just when it was wanted. In Western Europe peace-dme 
conscription deprived industry of part of its labour supply, and 
the First World War created a temporary problem of labour short¬ 
age in most of the belligerent countries. Moreover, in nearly all 
highly industrialized countries, the rate of increase in populadbn 
was falling off. In Western Europe there were declining birth¬ 
rates, and in the U.S.A. the immigrant addition to the labour force 
was sharply reduced after 1914. 

Investigation of labour turnover began in Germany at the be¬ 
ginning of the century' and was subsequently taken up in the U.S.A. 
Studies made in the latter indicated that the labour turnover* in 

* Quantitative definitions of labour turnover vary slightly, but the variations 
are of no significance in a general consideration of the question. A common 
way of measuring turnover is to express the number of persons quitting a firm’s 
employment in a year as a percentage of the average number of persons em¬ 
ployed by the firm during that year. 
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manufacturing industry in 1914 averaged 100 per cent, andsample 

4 ^ ^e^odaiThey 

to reduce them. In part the influences on turnover are social. 1 hey 

bonuses for long service, a few in , ? welfare schemes - rec- 

of the bigger 

reuom, tuTO«rr kep. lo»e ^ „ r... of loboor 

r„,s.t“"Tpe'.®: .p r:;; 

about the same time it was between 5 P red to be 

skilled workers everywhere the rate of t Altogether, though 
well below the average for la our as a ^ after about ig20 

quantitative information is scanty, PP ^ stable labour force, 
most industrial firms were able , h hig hly organized 

Stability and continuity were as vual » elaborate 

firm in day-to-day matters as in the l g . ’ ductivc and ad¬ 
its mechanization, the more su vi s tbat t b e flow of 

ministrative systems, the more ncces m i g ht come from 

work should suffer no interrupt on such as mg ^ dispute> 

mechamcal or administrative r l ose r control over labour 

Managerial systems which‘ ure of organized labour and 

were also more vulnerable to t p There were alterna- 

both employers and workerssoon There was the way of strife, in 

tive ways of treating the * l ‘ U Xe‘Ja conclusive victory. Employ- 

the hope that one side would achi to employ union 

ers could refuse to deal wit ra Iin ; 0 nism ever taking hold 

labour. 'Phey coujd UT ^ P^haci^one so already, they could try 
among their employees or unions could use their power 

to break it. On the other obtain the surrender 

tc.call repeated large-scale^stnk d ^ Alternatively 

of large concessions and P e P . h the establishment of 
there was the way of agreement, througn 
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regular negotiating systems to deal with matters in dispute. Both 
ways were tried extensively at different times and places, and it is 
not clear that either of them at any point completely ousted the 
other. But eventually the way of agreement seemed to make more 

headway than the way of strife. 

An uncompromising anti-union policy was most easily pursued 
by managements while labour was new to large-scale industry. 
Circumstances were most favourable to it in the U.S.A. before the 
First World War, for the constant influx of immigrants hampered 
the formation of a strong trade union movement. New arrivals 
were glad enough to accept a job as soon as they could get one, on 
the employer's terms, which often included the signature of an 
agreement not to join a trade union; and the obvious superiority 
of the material condition of many workers to what it had been in 
the recent past made a search for gains through labour organization 
seem less necessary. The U.S.A. was certainly not without a grow¬ 
ing trade union movement nor free from strikes, usually for higher 
pay, but increasingly after 1900 for union recognition in wage 
negotiations. But trade unionism remained very much a minority 
movement and touched very few of the masses of unskilled workers. 
Many of the leading businesses were able without much difficulty 
to carry out their policy of completely excluding trade unions 
from their affairs. They were able to preserve this position for 
twenty years after immigration began to fall off, partly because 
they kept up the appearance of offering more than the trade unions 
could do. They increased their welfare services, and some of them 
formed their own private ‘company unions' as nominal but power¬ 
less negotiating bodies. By 1927 company unions had a member¬ 
ship of over 1,400,000. But it proved impossible to maintain an 
anti-union policy in a highly industrialized community as the 
labour force became more stable and homogeneous. It became pos¬ 
sible to organize labour industry by industry instead of only on a 
craft basis and therefore to threaten a firm with a complete stop¬ 
page of work, and, as workers experienced reviving prosperity, 
the great American exponents of anti-union policies one by one 
conceded recognition to unions as negotiating bodies and made 
agreements with them in the late nineteen-thirties and early 
nineteen-forties. 

Similar policies were never so powerful nor so long sustained in 
other countries, but many firms adopted an aggressive policy to 
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break union influence before its roots struck deep. In Germany 
between 1901 and 1910 there were nearly 3 000 ock - o uu m y 
of them designed to drain unions of them funds. Thrc m n 
of individual cases where such policies achieved their object, 
least temporarily; but aggressive anti-union P 01 ^ n ^ 

ceeded in breaking a national trade muon movem , - jj- 

the few cases where they were backed by the whole civil and mill 

industrialization had become firmly estabkshed and some years of 
first-hand experience of its problems had e X posed the fut.hly^l 
pursuing Utopian schemes of overnight social transfo , ^ 

trade unions were predominantly defensive o 1C ' , v secur ing 

cemed to protect the living standards of their mem working 

higher wages, shorter working hours, and P le “anter wo^ng 
conditions, and to enable them continuously to do fa( d _ 

employers to recognize their right at all times g ^ w eapon 
half of their members. Strikes they used mtermi objectives 

to secure specific concessions within this general range of objectives, 

when conditions seem ^ pa p ^ U /^ l J f ;^ru a nd\vcr < : followed by 

MS? “aIf of the nmo-th-tury, by 

the German unions which grew gradua y a , w hich was 

unions affiliated to the American Federation of Labor, winch was 

formed in 1886. Some of them also participate P 

vity, seeking an extension of state action on c Some of 

interests. But such activity was pursued 

it was of a piecemeal, reformist c Rallied with Marxian 
trade unions in continental Europe ‘ . • soc i a l revo- 

socialist parties and adopted programmes proc » cam paign for 
lution as P their ultimate aim, they were content 

changes which might enable them u tima e y explicitly 

tutional action the achievement of socialism. Roman Catholic 

turned away from political a ^ t10 ” a t0 ^nsor non-political unions 
Church, in its own defence, began t p 1 s from the 

after 1890 in order to preserve its soc i a lism. There 

anti-religious influences associat ^ union s, of which the most 

were also some secular v Hhich -Dunckcr unions in Ger- 

notable group was probably the n . . , r ( L. trade union 

many, which in .900 included about one-eighth of the trade union 
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membership of that country but which were of declining relative 
importance thereafter. The American unions for many years after 
the formation of the American Federation of Labor took only a 
small part in politics. 

But there were sections of the labour movement which were very 
dissatisfied with the slow progress that was being achieved through 
limited industrial activity and peaceful political organization. 
From about 1890 there was growing advocacy of more aggressive 
and united action, with the use of sabotage and the general strike 
in order to secure the surrender of all industrial property to the 
workers; each industry would then be run by one large union of 
all its workers. This general scheme was embodied in much more 
detail in the doctrine of syndicalism, which was accepted as the 
policy of most French trade unions after the formation of the Con¬ 
federation Generate du Travail (C.G.T.) in 1895- Soon afterwards it 
became the predominant influence in the Italian trade union 
movement, and much the same aims and methods were avowed by 
the small number of aggressive industrial unionists organized in 
the U.S.A. from 1905 onwards under the title of the Industrial 
Workers of the World. These various movements were able to 
conduct a number of large and bitter strikes which gained limited 
concessions. But even in the countries where they dominated trade 
unionism, they represented only a small minority of the workers, 
most of whom were completely unorganized. In these circum¬ 
stances mass action such as a general strike was impracticable. In 
fact, before the First World War a general strike was attempted 
only in Sweden in 1909, where it made no noticeable difference to 
the social order. 

About 1910 the influence of more militant trade union policies 
seemed to be spreading, and in the next few years large strikes 
with some violence were frequent in a number of countries, not 
least in Britain. But syndicalist doctrines were not a lasting influ¬ 
ence. When tested by the First World War, patriotism proved far 
stronger than industrial solidarity. In France the C.G.T. worked 
in harmony with the government and eventually abandoned syndi¬ 
calism. In the U.S.A. opposition to the war in 1917 brought to an 
end the influence of the Industrial Workers of the World. In Italy 
policies of class struggle were kept in abeyance during the war, 
but vigorously renewed soon after it, until they were crushed by 
the victory of Fascism in 1922, and syndicalism was travestied by a 
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new system of totalitarian control over industry During the inter 
war period trade unions in all countries made plenty of use of he 
strike weapon. There was even, in Britain m .9,6, a revival of the 
general strike. But there was nowhere a serious attempt to use direc 
industrial action to modify the existing economic order or to ex 
ploit the vulnerability of complex organizations by ujmg1 repealed 
strikes to extort extravagant concessions. On the whole, neithe 
employment conditions nor trade union finances were such as to 
make that a practical policy even if it had been desired. 

The limited importance attached to general proletarian political 
aims^as compared with more specific questions, was abe. shown m 
the character of international co-operation among trade^unions 
The increase of international migration (some of> s «s°nal the 
spread of industriahzation, and the growmg influence of inter 
national politics and commerce on the hvehhood of workers n 
many counts all seemed by the end of the nineteenth^century ,0 
make some such co-operation desirable. 

ready had their own intemauonal secretariats and the formation 

in .889 of the Second (Socialist) Internationalmade many more 

contacts possible. From these arose an ‘“'Jj Labor 

secretariat which in .909. when the A-e"can Federat on of Labo 

joined it, became the International Federa “° . s^ceThey were 
(T FT The Catholic unions, not surprising y, Y 

undeTthea gis of the greatest of multi-national —^ 
formed their own International Secretariat of Christian 1 rade 

U Support fofihe idea of international solidarity among trade 

uniomsts grew, and by .9.9 unions with over 23 ™ ^ 

(some 60 per cent of the world’s trade umomsU) in twenty one 

countries were affiliated to the IF. . • ’ Swedish eeneral 

days it supported quasi-political itself a strong influence 

strike, the I.F.T.U. never attempted to ma “ thc wiU 

on international political decisions. Even , union move- 

to do so, renewed divisions in the in ^[J^ n 10 ^ ew ears G f t he First 
ment would have incapacitated »*• . , j t h e 

World War the American Federation of Labor had left 
I.F.T.U. and five separate international ‘ rad e union o ics were 
in existence. In the nineteen-thirties the faking of the German 
unions by the Nazi government left both the 1.1 .T. . 

Christian international deprived of their strongest supporters. By 
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this time the largest international trade union body was the Red 
International of Labour Unions, formed in 1921 by the Third 
(Communist) International. This body was more obviously political 
in character, but though its aims were international, this was 
scarcely true of its composition: 97 per cent of its membership was 
in the U.S.S.R. Later attempts at combined action between com¬ 
munist and other unions in a World Federation of Trade Unions 
ended in complete disagreement and schism after the Second 
World War. Unions in the non-communist countries could accept 
neither the subservience to government direction nor the role of 
ideological instruments in an international political struggle, which 
the communist unions took for granted. Consequently, the former 
broke away and formed their own International Confederation of 
Free Trade Unions. Trade unionism was never a consolidated 
power with a common world-wide policy. 

The alternative approach to industrial problems by an attempt 
of managements and workers to seek mutual advantage through 
agreement was made very gradually. Its beginning was the accep¬ 
tance by individual employers of the fact that a particular union 
had become too strong to be ignored and could make its members 
carry out the provisions of an agreement. When that happened, 
collective bargaining became possible with individual firms and, 
as recognition of trade unions spread, in whole industries. A further 
step then became possible: the creation of machinery to deal with 
cases of disagreement. It was in England that the first experiments 
of this kind were made. Though there were isolated examples as 
early as the eighteen-thirties, the first of permanent importance 
came in i860, when a conciliation board was set up in the Notting¬ 
ham hosiery industry on the initiative of three employers. It 
consisted of an equal number of representatives of employers and 
workmen, with an employer as chairman and, if it failed to agree, 
it called in an arbitrator. Not unless an arbitrator's award was 
unacceptable to one party was a strike or lock-out proclaimed. The 
board also had factory sub-committees which dealt with minor 
matters. It was a purely voluntary and unofficial body, but its de¬ 
cisions were regularly accepted. Similar boards were soon set up in 
other British industries, some of them permanent, some dealing 
with particular emergencies. Attempts were made to extend the 
system by legislation, but the first permissive Act of 1867 empower¬ 
ing the Home Secretary to license permanent councils of concilia- 
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tion remained entirely inoperative It was only after^ i8 9 6 'that 
official government arbitrators and conciliators began to ttake a 
regular part in industrial disputes when asked to do so by the con¬ 
tending parties. By the beginning of the twentieth century he 
great majority of industrial disputes in Britain were being settled 

bv conciliation boards or standing joint committees. 

^Arbitration and conciliation made slower progress m other coun¬ 
tries where trade union strength was built up later but they were 
being increasingly used in continental Europe at the beginning of 

dm uventieth century, by which time arbitration had been made 

compulsory in some circumstances in Australia and New Zeaan . 
The First World War made a great difference to the position. 
Belligerent governments could not afford the risk of widespread in¬ 
dustrial disputes and compulsory arbitration bcca^m^Y 
the general rule. After the war, permanent joint consulting ma 
chinery was much more common in European industry than before 
it and in many cases it had statutory authority. In G.eat B.itam 

and Germany particular stress teas put on the “ " had 

the nineteen-twenties, and a large proportion of the 
their wages regulated either by collective agreements 01 by the 
state The range of subjects which were admitted to discussion by 
bodies jointly representative of management and workers was also 
steadily widened in many lirms in the interwar penod,.and though 
the results of this discussion were often disappointing to worker 
because they lacked executive force, the practice of :reguUr^con 

ssituasiasr • - 

as mediators in disputes. . , , .1 v due of 

During the twentieth century, experience showed W o 

nrovements for them and to build up their strength so as to be able 
Lea" their promises. As industrializationi spread.so didthc 
need for some organised bodies to negotiate on specific quest o 
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in the interest of labour, and a small trade union movement spread 
to many countries. But much of the increase in trade umon mem¬ 
bership took place in the older industrialized countries, where the 
movement was already established, and this occurred although 
trade unions there partly outgrew their early functions. The main¬ 
tenance of many of the gains which they had obtained for some 
workers came to be accepted as a responsibility of the state ° n be¬ 
half of all. But this did not mean that trade unions were superseded 
in their functions. It merely meant that they were freer, if they 
chose, to concentrate less of their attention on the defence of their 
members against a few major difficulties, and to deal with the whole 
question of labour in industry in a wider context. They could try to 
initiate improvements, in addition to ensuring that workers shared 
in improvements in the creation of which they participated at the 
instigation of others. It was because it had acquired these more 
comprehensive abilities, even though it did not fully use them, that 
by the middle of the twentieth century trade unionism was moving 
in a few countries into the rather ambiguous position of being at 
the same time the partisan guardian of many of the interests of 
labour and, as a servant of the general interest, an integral part of 
the functional machinery of an industrial community. 

Such a change was symptomatic of a great transformation in the 
position of labour in society that had taken place since 1900. The 
whole complex body of relationships aflecting labour in industry 
had been changed, in most ways to the advantage of the worker. 
Wages were higher, working hours shorter, protection against the 
economic insecurities of life mu- h stronger, the opportunity to 


remove difficulties before they became grievances much greater. 
What had perhaps changed much less was the attitude of the indi¬ 
vidual worker to his job. It was by technical and administrative 
improvement that the material benefits accruing to labour 
became possible and the maintenance ol a continuous expansion in 
realized wealth depended not least on the readiness of labour to 
participate in the changes which a constant improvement of meth¬ 
ods involved and to carry out new tasks to the best of its ability. 
But in many cases the co-operation ol labour in new methods of 
work was hesitant, partial, and delayed. With existing methods, 
security was apparently assured, and it doubtless seemed unwise to 
many workers to exchange that security for the mere promise of 
something better, particularly as much of the benefit would go, not 
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to raising relatively the income of the individual, but to raising^ab¬ 
solutely the incomes of a Urge group. Since 1900, in most hig y 
industrialized countries, the traditional monetary incentives to 
work better or to work differently had diminished. More things 
wereprovided socially instead of having to be obtained by indi¬ 
vidual expenditure, and they were roughly *£££%£ 

whatever work he did and however well he did it At the same u 
the extra pay that could be obtained for superior skill was declining. 
The margin between skilled and unskilled wages mtermittendy but 
pershtently narrowed in all highly industrialized countriesexcept 
the U S.A. where such a change only began just after the Second 
World War A better standard of general education and of tech- 

and a smaller recuitment of unskilled juveniles, owing 

=s£ck:'S=:-‘S£?^3£= 

exigencies and benefits of the prevailing social organization on 
A Such a problem was only one aspect of the change in the rela- 

tionshio between labour and industry between 1900 and 1950. The 

course 1 ofrihri change exhibited close similarities in many countries 
especially in Western and Central Europe the U S A and the 
older British Dominions, but its general 

Africa, Asia, and South America. But there wer al “ P 

the position of labour 

^tamm a of the ^hW n systems within which industry w» 
conducted. Almost everywhere die re.ations hetwee^labou ^ 

burw g hema n : i^SSSSLd countries the = c-ntatives o, 

workers and employers were themselves free to settle most ques 
tions at issue between them (sometimes with * 

guidance from 8 ovtrnm, ^ t - SI “"” r ^ “amc problems arose. In 
tarian tSqitms they were not. ^'lany . « « 

the U S S.R., fo/example, in the nineteen-thirUes and forues, the 
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problem of incentive became quite as acute as in any liberal coun¬ 
try, and was partly met by raising the wages of skilled workers and 
by devising non-monetary ways of honouring the outstandingly 
proficient. But the totalitarian and liberal manners of dealing with 
all major industrial problems were quite different. The former 
sought solutions, not through the consultation and bargaining (as¬ 
sisted by the state) of those most immediately interested, but by the 
imposidon of government decisions, in the making of which it was 
practicable to ignore many considerations which could not have 
been disregarded in a more liberal society. So sharp a contrast 
makes plain how essential to any account of the development of 
economic life is a consideration of the influence of the political 
framework in which it is conducted. 
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Government and Economic Lift 


JL 

The Approach to Laissez-faire 

When the interaction of political and economic activity is under 

in economic matters, and a general belief, not seriously fha lenged 
before the mid-eighteenth century, that it was up to the stat 
take direct measures to preserve its own power, because no private 

institution or person would act so as consistently to se ™ * e . ,n ^ 
est of the state unless he were compelled to do so. Thus 
mainly in order to achieve political objects that com P r ^™ S "' 
regulation of economic affairs was undertaken by governments 
But merchants, manufacturers and landowners, accepting th's 

situation, tried to turn it to their own advantage. The state could 
be a powerful ally or adversary of any economic interest. it was the 
chief source of patronage and privilege. Consequently private 
bodies were constantly pressing for its regulations to take a form 

which bestowed special advantages on them. 

It was both convenient and remunerative for governments to 
yield frequently to such pressure, which was commonly supported 
first by arguments that a particular interest ought to be privileged 

because it accorded with the interests °f the state, and^Kcrad. by 

a willingness to pay for the grant of privilege, rhe weakness o 
every state in carrying out a policy of economic regulation w« that 
its administrative machinery was quite madequate toma tch Ae 
magnitude and complexity of its administrative designs. It could 
devise a policy and embody it, in minute detail in laws and char¬ 
ters but could make it fully effective only by working through other 

bodies. Consequently, a great deal devolved on local authorities, 
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whose officers worked for the most part without pay, and on profit- 
seeking private enterprises which were granted protection and 
monopoly in return for doing specified things - which in practice 
usually meant that they acquired the authority of the state in seek¬ 
ing their own objectives. It was by regulation of the enterprise of 
others rather than by enterprise of their own that governments 
sought to direct the course of economic life. They prescribed what 
quality and type of goods might be produced by each industry, 
and on what terms new entrants might take up a particular occu¬ 
pation. They decided what body should conduct a particular 
branch of foreign trade, and whether anyone else might participate 
in it. To a limited extent they encouraged particular industries by 
the use of protective import duties or the prohibition of imports, 
by tax exemptions, and by subsidies. They encouraged certain lines 
of export by giving bounties. They prohibited exports which rqight 
directly assist other countries to become industrially stronger. By 
prohibitions and differential duties they diverted carrying trade 
into ships belonging to their own nationals. 

Policies of this kind began to be called into question during the 
eighteenth century, especially in France and Britain. They were at¬ 
tacked on grounds of general theory by many writers, among whom 
Adam Smith was outstanding. The inconsistencies which were al¬ 
most inevitable in so multitudinous a collection of regulations were 
held up to ridicule, and the very existence of so many regulations 
was claimed to be merely the wasteful application of a mistaken 
idea, since, as Smith put it, every individual’s ‘study of his own 
advantage naturally, or rather necessarily, leads him to prefer that 
employment which is most advantageous to the society’. 

But the proclamation of new truth to replace old error probably 
had less power to change policy than had the growing strength of 
interests which were not served by the prevailing system. The exist¬ 
ing body of regulations was nowhere abandoned quickly. It was 
whittled away gradually and in some countries very incompletely, 
for it was only slowly that influential opinion came to regard it as 
burdensome. On the whole the regulations were conceived to fit 
fairly static economic conditions. If all the major industries 
received state protection and encouragement, it was difficult for 
industry to make serious political complaints. If it was impossible by 
any means to expand some particular branch of foreign trade very 
much, then its preservation as a monopoly could not be held to be 
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a denial of opportunity to a large number of potential competitors^ 

If the occupational structure was approximately constant then 
control of wages and conditions of entry could be regarded as a 
safeguard of the labour supply rather than as. a device which h 
pered new enterprise by making it difficult to recruit labour. But 
in the late eighteenth and early nineteenth centuries economic hfe 
was becoming less static all over Western Europe and, for that 
reason, some at least of the existing regulations became more obvi¬ 
ously burdensome. As population grew, restrictions on entry into 
particular occupations and on the establishment of new businesses 
became less appropriate. As technical improvements were adopted 
and increasing wealth opened new economic opportunities it was 
necessary to obtain the means to expand industries which were 
denied every special privilege. So there was, in the less backward 
states a steady decline in industrial regulauon. Compulsory wage- 
fixing and apprenticeship fell into disuse, and the restrictive privi¬ 
leges of the gilds were removed. In England, France, and most^ o 
the ItaUan states the gilds were virtually powerless well before the 
end of the eighteenth century. But farther east, reform came more 
slowly, because there was less ability to take advantage of new 
economic opportunities. It was not until 1869 that complete free¬ 
dom of choice of occupation was legally established in the whole of 

Ytwsuin Great Britain that circumstances were most favourable 
to a fundamental change in economic policy in the early nineteenth 
century. Technical improvement, productive expansion, and the 
growth of markets had gone much further than elsewhere. The old 
framework of regulation had become quite unable to contain the 
existing economy. The greatest industrial achievements had been 
made by the cotton manufacture, which received no state assis¬ 
tance whatever, but had its raw material taxed. Productive capacity 
had been so increased and costs of manufacture so reduced that a 
vast increase in sales appeared to be within the grasp, provided that 
no unnecessary burdens were maintained in the form of taxes and 
prohibitions and subsidies to privileged inefficiency. It was not 
surprising that a strong attack should have been launched on a 
system of economic control whose dominant insutut.ons were a cen¬ 
tral government representative of a comparatively unenterprising 
and protected landed interest, local authorities vitiated by corrup¬ 
tion and indifference to the welfare of the people whom nominally 
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they served, and monopolistic companies which were no longer 
able to supply all that was needed in areas from which they tried 
to exclude all interlopers. There was no other country in which so 
large and wealthy a proportion of the business community was out¬ 
side the field of privilege created by government control, and there 
was none in which the international competitive position of the 
economy as a whole was so strong. Consequently, the demand for a 
relaxation of government regulation was both more powerful and 
more widely ranging. Whereas in most other Western countiies the 
earlier attacks were mainly against legal obstacles to the mobility 
of labour and to the right to set up new businesses, against oppres¬ 
sive internal taxes, and against the rigidity of rural economy caused 
by the survival of feudalism, in Britain they extended to obstacles 
to the mobility of capita), and, above all, to the whole body of fiscal 
policy. In Britain the achievement of free trade became at least the 
most vociferously celebrated, if not perhaps the most important, 
part of the movement towards laissez-faire. 

Mainly from about 1820 to i860 a great deal was done in Britain 
to release business enterprise from government influence in the form 
of restrictive laws and discriminatory taxes. The Bank of England s 
monopoly of joint-stock banking in England and Wales, which 
hampered industry and commerce by preventing their obtaining 
as full a financial service as they needed, was abolished in 1833. 
The Usury Laws, which sometimes made it difficult for business 
to obtain capital that it required and could afford, were gradually 
modified and finally disappeared in 1854. The ready grant of 
poor relief in the parish where a person was legally ‘settled’, which 
discouraged the movement of redundant workers to places with a 
labour shortage, was replaced by a much more stringent system in 
1834. The Corn Laws, which, at the expense of the rest of the com¬ 
munity, gave to the landed interest a protection that was almost 
certainly far less than it seemed to be, were repealed in 1846. In 
the sphere of foreign trade the last surviving duties and prohibi¬ 
tions on export were removed in the eighteen-forties. The over¬ 
whelming majority of import duties were successively reduced and 
abolished. The great trading monopolies of the past came to an 
end, that of the Levant Company in 1825, that of the East India 
Company in China in 1833. The restrictions imposed by the Navi¬ 
gation Laws on the choice of ship in which goods might be con¬ 
signed were modified by law and by a series of commercial treaties 
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until they were abolished in .849- (In the coasting trade they 
la The U earVing out of a comprehensive reform of economic policy 

enter into new typesofnew measures of 

Companies. I < • banking system, so that competitive 
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^ nut this task though the system did not prove satisfactory 

ba Anearer approach to laissez-faire was also, paradoxical as it may 
seem, direct y responsible for aaextens.0 ^ ^ wM 

concern was the nece y h ^ servicc which would, 
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directly connected with the termination then of the charter of the 
Levant Company, which had maintained consuls of its own. 

In general, however, the reshaping of economic policy involved 
little extension of public enterprise; rather the reverse. Most acti¬ 
vity of this kind in England had been local, not central. The chief 
enterprise had been water supply, but increased needs for water m 
the mid-nineteenth century were usually met (so far as they were 
met at all) by companies, and the newer types of public utility 
enterprise, such as gas supply and refuse collection, were at first 

privately operated in most cases. 

In Britain in the mid-nineteenth century the functions of govern¬ 
ment, central and local, changed considerably, expanding in some 
directions, contracting in others. But on balance they probably be¬ 
came more restricted than they had ever previously been in any 
other state with a highly developed economy. Practical recognition 
was temporarily given to the view that ‘he governs best who 
governs least’, and, especially, reduces his participation in eco¬ 
nomic affairs to a minimum. Of the chief tasks left without 
question to the government, the maintenance of security against 
external attack, the preservation of internal public order, and the 
conduct of relations with foreign states usually influenced eco¬ 
nomic affairs only indirectly. The maintenance of civil law and of 
courts to enforce it was of closer concern, but was nearer to being a 
precondition of economic activity than an interference with it. The 
administration and service of the National Debt and the levying of 
taxation, however, gave the government a considerable economic 
influence. It affected directly the distribution of income and the 
relative opportunities of different groups of people. For about half 
a century after Waterloo the government played a diminishing 
part in economic affairs. Until 1835 its expenditure fell, and there¬ 
after it was in general probably rising more slowly than national 
income. By i860 central government expenditure was about 10 
per cent of the national income of the U.K., and local government 
expenditure only 2 or 3 per cent. But even so, at the height of the 
period of so-called laissez-faire •, this meant that the government, 
merely because of its own expenditure and quite apart from its 
powers of legislative and administrative control, was by far the 
most important single economic institution in the country. No 
other body could spend anything approaching £60 million a year. 

The other countries of Europe never came so near to laissez-foire 
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as Britain. There was a gradual lifting of restrictions on choice of 
occupation and on the movement of labour and capital, and new 
types P of regulation in the form of company and banking law were 
devised, as in Britain, in order to enable pnvate rmterpnse to func- 
tion more freely. But there was much less rcaino tt f ° Uow ^ 
British lead in relaxing government.controlover foreign^e^The 
British advocates of free trade had argued that if it Mere estab 
Ushed in their own country it would lead to such an expansio 
trade and prosperity that within a few years other countries would 
copy it in order to reap similar advantages. In fact these countries 
were more inclined to fear that free trade would enable British 
competitors to crush part of their industry without their being able 
to expand other activities sufficiently to offset this loss. Between 
t86o P and 1880, however, protection was considerably reduced, 
though not nearly abolished, by many continental countries. Much 
of this was done, not unilaterally, but by means of commerc 
treaties. The fears of national loss from increased competition were 
in this way reduced by the assurance of specified reciprocal 
concessions. The first major step was the conclusion miMoof an 
Anglo-French treaty of commerce, by which France abolished aU 
prohibitions on the import of British goods and lowered many 
duties, and Britain lowered the import duues on French Mines and 
silk goods. This treaty included the ‘most-favoured-nation clause 
which meant that each contracting party would receive the benefit 
of any more favourable terms which the other subsequently 
granted by treaty to a third party. As France negotiated commercial 
treaties with several other countries in the next six years and 
these in turn negotiated further treaties among themselves, this 
clause proved most efficacious in promoting a general reduction of 
protection in Europe. At the same time there was in many countries 
some tariff reduction apart from what was included ■n trcaUes. 
In the eighteen-seventies, though most countries retained a com¬ 
plex fiscal system with a large number of import duties, not many 

activities were restricted by heavy taxation. While 

In the U.S.A. the course of events was very dd^e 1 ^- Whi 

Europe was lowering tariff barriers, the U.S.A. established a lug y 
protective policy. The tariff had long been one of the majorizes 
promoting friction between North and South in the U.S.A. T 
South greatly dependent on the export of raw cotton and tobacco, 
was anxious that there should be as few fiscal obstacles to trade as 
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practicable, whereas some Northern manufacturers were more 
concerned to have their home market protected from securely es¬ 
tablished foreign rivals. Before the Civil War there was a moderate 
tariff which was being gradually lowered in the eighteen-fifties. 
The introduction of the high Morrill tariff in the House of Repre¬ 
sentatives in the session of 1859-60 and its passage into law in 1861 
was both a challenge to the South and a sign of the gready in¬ 
creased strength and importance of manufacturing in the North. 
After this the policy of high protection was never reversed. Partly 
as a means of raising revenue, duties were increased every year 
during the Civil War, until in 1864 they averaged 47 per cent ad 
valorem. Minor reductions were made later, mostly on articles of 
common consumption, and in 1883, a general reduction of about 
5 per cent was achieved. Shifts of political power caused the tariff 
level to change frequently, sometimes a little higher, sometimes a 
little lower, but after 1897, when the Dingley Act was passed, the 
general tariff level was well above what it had been even at the end 

of the Civil War. 

The high tariff was, however, the one outstanding exception to a 
policy which carried laissez-faire further than it ever went any¬ 
where else. The lofty language of the opening of the fourteenth 
amendment to the constitution* became a cloak for the extreme 
attenuation of government control over business behaviour, with 
the result that too often economic liberty passed into economic 
licence. The resources of the federal and state governments, par¬ 
ticularly their lands, passed wholesale into private hands, some¬ 
times by the most dubious of contractual arrangements. The raising 
of capital was so free of restriction that it was often done with 
impunity by fraudulent means. In the struggle for markets the 
most flagrantly discriminatory practices were adopted and were 
sustained by the law. 

The differences in the extent to which the governments of vari¬ 
ous countries regulated economic life are probably to be explained 
mainly in terms of differences in their competitive position and the 
extent of their undeveloped resources. Britain in the third quarter 
of the nineteenth century had a firmly established set of economic 

* ‘No state shall make or enforce any law which shall abridge the privileges 
or immunities of citizens of the United States; nor shall any state deprive any 
person of life, liberty, or property without due process of law; nor deny to any 
person within its jurisdiction the equal protection of the laws.’ 
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institutions and a technical lead in the major industries which, if 
fully used were bound, for the time being at least, to strengthen 
the^country’s economic position in the world. Naturally, then ’ ^ 
demand was for a removal of all governmenta measures which 
might conceivably interfere with the full exploitation of these 
advantages and the increasing prosperity of the time appeared to 
,Wy the maintenance of as unrestricted a system pnva te emer- 

callfor protection against foreign competition. But internally there 
was a seemingly limitless abundance of natural resources, feru 
Tand and f^ests and minerals, awaiting development. Their rapid 
exploitation was the first and urgent task of the growing American 
nation and the duty of the government seemed to be to stand aside 
and let those who were eager to carry out this task proceed with l . 
Wastefulness in the process hardly seemed to matter, since there 
remained an abundance for everyone The continental countries 
of Europe enjoyed neither the internal treasures of the U.S.A. no 
the international supremacy of Britain. For them, as conditions 
changed the best way seemed to be to grope cautiously forward 
with I policy which drew on both their own tradiUonal experience 
and the devices which served their successful contemporaries. 

Although, however, there was this unequal and irregular move¬ 
ment in the direction of laissez-faire , there were some virtually new 
additions to the functions of government in many countries. Of 
these the most striking was the active promotion of an economic 
enterprise of unprecedented magnitude: the building of large rail¬ 
way^™ Early experiments showed what great potential 
advantages might be bestowed by railways, not merely on their 
promoters, but on the whole of a nation's busme^ actwity and 
perhaps, incidentally, on government revenues as weU. s nce the e 
advantages were exceptionally general, there was an unusually 
strong motive for governments actively to encourage railway con¬ 
struction if it was not otherwise undertaken. There was also the 
consideration that railways profoundly affected nuhtary 
and were therefore of direct concern to governments But although 
the military value of railways was a matter of public discussion 
before 1 8^0 especially in France and Germany, it was at first gener- 
aUy und^e’sZated/and, until the last quarter of the nineteen* 
century, strategic factors probably had only a minor influence 
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on governmental decisions to participate in railway construction. 
The main point was that railways were of great general eco¬ 
nomic advantage, but needed so much capital and involved so 
much commercial risk that unaided private enterprise could not 
build enough of them. In some countries the level of realized 
wealth was not high enough for any institution other than the state 
to be capable of raising the sums needed for railway construction. 
In others, though sufficient capital existed, it was so unaccustomed 
to participate in risk-bearing enterprise that government assistance 
or guarantee was necessary before it could be attracted to railway 

companies. 

Governments were not in most cases responsible for the plan¬ 
ning of railway systems, though there were instances of this, but 
most of them either provided financial assistance or made them¬ 
selves directly responsible for some construction. In the U.K., 
however, state assistance was practically confined to a few small 
lines which improved communication between Britain and Ire¬ 
land. In France, most of the first railways were provided with free 
rights of way by the government, which also guaranteed the 
payment of dividends. Many German states built some of their own 
lines and subsidized other private ventures. The Austrian govern¬ 
ment likewise built some and subsidized others. All the first Belgian 
railways were built by the government. In the U.S.A. private enter¬ 
prise received a great deal of public assistance. Much of the finance 
of the earliest local lines was provided by state governments and 
city councils, and the construction of long-distance lines a little 
later was enormously helped by lavish grants of free land: between 
1850 and 1871 sixteen railway companies received 174 million 
acres of free land from the federal and state governments. In addi¬ 
tion the federal government assisted some of the trans-continental 
lines by the issue of mortgage bonds to the extent of nearly $65 
million, and there continued to be direct financial assistance to 
many lines from states, counties, and municipalities. 

Where governments built railways, it was usual, as might be 
expected, for them to retain control over their operation. But even 
where railways were privately owned, state regulation of them 
increased steadily almost from the beginning of their existence, and 
the replacement of private by public ownership was a burning 
question in the mid-nineteenth century. Even in Britain the Rail¬ 
way Act of 1844 gave the government the option of purchasing the 
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railways after twenty-one year, but it was not exercised.By the 

at first due primarily 

Much the same was true of other forms of communication, and most 

Tjssa^arjt r 

striking new demands on government action as did the need to 
overcome the handicaps of economic backwardness. The moderate 
industrialization of Britain made it possible to create a railway 
system without state aid, but it created problems of its own which 
could not be solved by private action. For example, it greatly 
changed the conditions of child labour. A larger proporuon of 
employed cltildren was working in factories instead of at home, and 
wafthus at the mercy of employers and overseers, who were often 
more concerned to maximize immediate effort than to ensure that 

the allotted work was weU within the physical capabilities of those 
*“ a ‘° , . n rln it HenC e the demand for state regulation of the 

Tges at which children might work and of the length of their work 
ine dav a demand which was conceded in gradual stages from 802 
onwards though regulation was restricted to textile factories and 
Xs until the g eighLn-sixties. Most st rising was the extension of 
positive state action by the creation in 1833 of an inspectorate to 
Enforce factory regulation. Significant also of the trend of opinion 
was the agitation for the state to extend protection to adults agains 

some of the conditions of work, especially the long hours > 
thev experienced and could not remedy for themselves. For male 
workcrs P this agitation did not achieve anything directly for many 
vears but indirectly they benefited from the statutory regulato 
of women’s work. The passing in 1847 of the Ten Hours Ac , 
which limited the working hours of women in textile factories and 
laid down the hours of day between which they might be employed 
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(thus virtually limiting the power of an employer to operate his 
factory at any hour he chose), presaged the extension of state con¬ 
trol as surely as the repeal of the Cora Laws a year earlier had 
symbolized the triumph of laissez-faire. 

There were other fields in which about the same time the in¬ 
crease of industrialization was calling for the tentative extension of 
public regulation and activity. The growth of manufacture was 
accompanied by the expansion of towns, which had the effect of 
creating new evils and magnifying old ones. Increasing numbers of 
steam-operated factories led to the pollution of the atmosphere and 
of the canals and streams. Insanitary habits of life often had their 
effects mitigated by fresh air and natural water supplies in small 
villages, but when transferred to large and crowded towns, became 
permanent threats to the well-being and life of the community and 
called for public remedy. So there was a gradual increase, begin¬ 
ning with a Nuisances Removal Act in 1846, of the restrictions 
imposed on individual action. For a generation the introduction 
and enforcement of such restrictions was timid and halting and 
achieved comparatively little, but though the movement was 
small, it was increasing. 

Since industrialization had gone further in Britain than else¬ 
where by the middle of the nineteenth century, the emergence of 
new classes of government regulation to deal with specific indus¬ 
trial evils was most noticeable there. But in other places where 
mechanized industry spread, there were similar small developments. 
Massachusetts, the early centre of American cotton manufacture, 
began to regulate child labour by law in 1836 and gradually 
extended the scope of such legislation. France limited the work¬ 
ing hours of children and ycung persons by law from 1841, 
and in 1848 passed an Act to limit hours to twelve a day for all 
workers; but these measures could not be generally enforced in the 
absence of an inspectorate, which was not established until 1874. 
In Prussia legislation to protect children and young persons in 
industry was adopted in 1839 but was widely evaded, despite the 
appointment of inspectors in 1853. 

Apart from the acceptance of completely new governmental 
functions, there was also scope for the exercise in new fields of 
some established activities. Even at a time when private commer¬ 
cial interests were demanding freedom from interference and were 
vigorously trying to expand their sales, they were sometimes willing 
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that diplomatic and military action should be used to gain new 
markets While economic affairs were not a predominant consider¬ 
ation in the foreign policy of any great power, they were at least an 
ationmtneio g P 'em to which attention was given, 

trading monopolies and prohibitions within Turkey, the abolitio 
of t^ Turkish right of pre-emption of goods, the abolition of 
local taxes on goods destined for export, and large reductions in 

So- S™ Sr 

imoortance to British trade, such as the import of cotton goods. 

In the Far East also, government action played a large part in 
the expansion of market. The First Opium War of Britain wUh 
China was ended in 1842 when, by the Treaty of Nanking, Chm 

ceded Hong Kong to Britain and opened five ports to Western t • 

A year later, when China granted extra-territorial rights (which by 
V847 had abo been extended to the U.S.A., France, Belgium, and 
Sweden and Norway), Britain created a special consular service to 
deal with British affairs there. The American naval expedition t 
japan in 1853 quickly secured the opening of that country tto We - 
tern trade The Second and Third Opium Wars, in which British 
troops were joined by French, and the British and F «nch> demands 
were suDDorted by diplomatic pressure from Russia and the U.b.A., 
led by the Treaty of Peking in 1860, to the opening of eleven 
Chinese cities to foreign trade, the opemng of the Yangtse to the 
vessels of aU nations, and the extension of various commercia 
privileges, as well as cessions of territory to Russia and Britain. 

The Expanding Functions of Governments and Inter-governmental 

Institutions 

It is clear, from the previous discussion of what the governments 
of the more advanced countries actually did in the economic sph , 
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that although they may have been moving towards laissez-faire in 
the two middle quarters of the nineteenth century, they achieved 
that condition only partially; so partially, in fact, that in much of 
Europe the long tradition of government regulation cannot be 
regarded as ever having been really broken, though it was chal¬ 
lenged and modified. Even where there was more far-reaching 
change, as in Britain and the U.S.A., laissez-faire proved to be an 
elusive ideal, for in order to extend economic liberty in one way, it 
was necessary to introduce some new limitations, while the very 
conditions which seemed to increase the advantages of unrestricted 
private enterprise also had undesirable consequences, for which it 
gradually became apparent that only a collective remedy was pos¬ 
sible. Into this condition of very incomplete revulsion from thorough 
government regulation there came, about 1870, fundamental new 
influences which led to the reversal of the previous trend towards 
uncontrolled private enterprise. 

Most of the important influences were international in scope, 
though their full impact was not everywhere felt simultaneously 
and they were reinforced or offset by differences in internal con¬ 
ditions. They sprang principally from two groups of changes in 
industry. There was a rapid increase in the degree of industrializa¬ 
tion of several countries which led to more intense international 
competition than before; and at the same time technical methods 
and economic organization were changing in such a way as to 
subject the working population to new strains. Both these factors 
exerted a continuous influence on every branch of social and 
economic policy, and in some countries they were strengthened by 
another change: the beginning of a sharp decline in the birth-rate 
as substantial improvements in the standard of living came within 
the grasp of a larger proportion of the people and the use of con¬ 
traceptives increased. Greater competition meant that, nationally 
as well as individually, a small variation in economic efficiency 
might make a considerable difference to prosperity, and changes in 
working conditions and the supply of labour meant that more atten¬ 
tion had to be given to the training, contentment, and physical 
well-being of workers. It was to deal with this situation that drastic 
extensions were made in government policies, on the one hand to 
try to diminish waste, especially the waste of human abilities, and 
on the other to try to expand activity while preserving economic 
stability despite strong competition. 
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Lack of education, ill-health, and discontent were major ob¬ 
stacles which prevented the population from achieving its best in 
the economic sphere and their removal came to be recognized as 
urgent need. The government of every industrial country was doing 
much to increase general educational provision in the late nine¬ 
teenth century- and more attention was given to technical educa¬ 
tion as othe^^ountries observed how much it appeared to have 
contributed to the rapid rise of industrial power in Germany, 
mere education had been mainly a private service, it became 
predominantly a public one. partly in order to make possible the 
raising of standards, partly in order to ensure that the entire child 
population could be compelled to attend school at negligible or no 
P J?. • , ) pvnpnsp How much and how new was the stress put on 

this''particula^mTam oTimproving the quality of the population 
may be illustrated by some figures of expenditure: the annual 
amount spent on education by the British government rose from 
£1097,000 in 1861 to £12,1.62,000 in 1901, while its annual 
expenditure on all other civil items increased by only about £2 

million over those same forty years. 

A great deal of new public enterprise was undertaken, however, 

by municipalities rather than by the central government, both in 
Britain and elsewhere. Governmental provision to improve the 
minds of the people was supplemented by local services which 
ministered to health and convenience. Public utilities, such as gas 
water supply, which in many places had been operated by pri¬ 
vate firms, and the new services, such as electricity supply and stree 
tramways, which were beginning to be important near the end of 
the nineteenth century, were taken over in whole or in pait by the 
local authorities. In these activities, also there was concern o 
ensure that the service should be adequate for the whole population 
of the area which was often not the case when they were privately 
operated. There were also various activities of the utmost impor¬ 
tance for health and amenity - street improvement and slun.dear 
ance for example - which private enterprise did not touch and 
which local authorities began to take up, though not always very 
vigorously. The level of expenditure illustrates the increased activi¬ 
ties of the local authorities as of the central government. in the 
thirty-three years from 1871 the amount of rates raised in Lngla 
and Wales rose from £17,647,000 to £56,048,000, and the extent 
of local authority indebtedness for capital purposes rose from 
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£173,208,000 in 1884 to £435,545,000 in 1905. Yet at this latter 
time reformers were constantly insisting that England lagged 
behind Germany in municipal services. In Germany by 1910 the 
municipalities provided 80 per cent of the gas supply, had acquired 
shares in many electricity supply companies, operated much of the 
local transport, and were among the most admired agents of city 
improvement in Europe. In some countries other experiments were 
made in public enterprise; for example, in Switzerland an attempt 
was made in 1910 to provide cheaper food by opening municipal 
shops. 

The increase of public enterprise was accompanied by great ex¬ 
tensions of the regulation of private enterprise. The special prob¬ 
lems of an industrialized and urbanized society, which had led to 
experiments in public control even in Britain in the days of least 
restricted competition, became more widespread, more acute, and . 
more clearly recognized, and a formidable administrative system 
was gradually built up in many countries in an effort to deal with 
them. In Britain, regulation was extended to factories and work¬ 
shops in nearly every industry by 1878, and there was increasing 
supervision of the conditions of home workers after 1891. Early 
in the twentieth century additional health precautions were 
imposed on various occupations involving contact with dangerous 
materials or fumes. In 1909 a new type of safeguard was introduced 
(or a very old one restored) when trade boards were established to 
fix minimum wages in some of the worst-paid industries, mostly 
those carried on in very small workshops or at home. Three years 
later minimum wage legislation was extended to one of the coun¬ 
try’s chief occupations, coal-mining. 

In continental Europe also there was a great increase of factory 
legislation at the same time. Germany introduced a comprehensive 
industrial code in 1891 and France established a Ministry of 
Labour in 1906. In the U.S.A. less was done, but before the First 
World War most states had imposed limitations on the use of child 
labour, and there were a few provisions affecting the position of 
adult workers. In 1912, Massachusetts passed the first minimum 
wage law in the U.S.A. 

The improvement of the general urban environment also re¬ 
ceived a contribution from increased public regulation. In 
practically every industrial country minimum standards, of 
varying degrees of stringency, were imposed on private building 
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but an attempt was made to reduce the extent and duration of 
enforced idleness by setting up labour exchanges. The first 
experiments were made privately, but from 1893 onwards a 
comprehensive public system was gradually created. 

These German innovations were steadily extended in their coun¬ 
try of origin, and soon began to be copied in the rest of Europe. 
They were eventually supplemented by the introduction of other 
types of scheme. Small experiments in unemployment insurance 
were tried by local authorities in various European countries, and 
in 1911 Britain introduced a national scheme that at first applied 
to seven occupations which together had over 2 million workers. 
This became just as influential an example as the earlier German 
insurance schemes, but before the First World War the part taken 
by governments in relieving unemployment was fairly small. 
Another novel development, which was then still only in the early 
stages of experiment in a few countries, was the payment of family 
or children’s allowances as an addition to wages. These experi¬ 
ments were made on the initiative of private employers, but it is 
noteworthy that in France and Germany, where they were first 
made on an appreciable scale, the participation of the state was 
repeatedly urged, especially by the trade unions, and in Germany 
the state governments and the municipal authorities were among 
the pioneers in paying allowances to their own employees. 

Such innovations were the foreshadowing of later things. Before 
1914 they did not make much contribution to economic life. But 
by that time most industrial countries had made a substantial be¬ 
ginning in public provision against economic insecurity, very piuch 
on the lines established in Germany. The principal exception was 
the U.S.A., but even there a start had been made with workmen’s 
compensation schemes, though not until 1911 did any state 
succeed in devising one which the courts accepted as con¬ 
stitutional. 

These various attempts to minimize the adverse effects of the 
uncertainties of economic life on the condition of workers were 

f 

supplemented by efforts to reduce the uncertainties themselves. It 
was repeatedly emphasized that the choice of economic policies 
was governed as much by the desire for stability as by the attempt 
to expand industry and trade. Much of the argument between 
protectionists and free traders in continental Europe about 1900 
turned, for example, on this point of which would promote steadier 
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conditions. In fact, however, the promotion of 

steadier activity were not regarded as two ^rateaimsfor Uwas 
believed that by extending government control it would be pos 

sible to gain more nearly 

and thereby be less dependent on the swaying fortunes of a hig y 

C °The moTt striking'change of policy was the reversal of themove 
ment towards freer trade in Europe. As competition grew in trade 
in both agricultural and manufactured goods, one country afte 
another tried to preserve its home market by raising import duties. 
InGermany the change came in .879, when industrials and 
farmers made common cause to support each other s claim fo 
protection In 1881 France increased import duties slightly, and in 
^802 revised its whole tariff system and introduced higher rates of 
d,nv Of the other larger countries Austria, Italy, and Russia all 

increased the^r tariffs In the early eighteen-eighties. The persis¬ 
tence of a liigh tariff policy in the U.S.A. has already been noted. 
Not until 19I3 were reductions made in import duties and eve 
Then the tariff as a whole remained highly protective. Many parts 
of the British Empire adopted protective policies about the turn of 
the century. Almost everywhere the increase of protection con¬ 
tinued. Germany, for example, introduced in ■9°6 a h 1 gher and 
most complex tariff applying to 5,400 classes of goods. Only in 
Britain and a few of the smaller countries which were exceptiona y 
dependent on foreign trade was there little change in tar,II policy. 
Even in Britain protection became a burning political question, 
especially after 1903, when Joseph Chamberlain launched his cam- 
pal™ for tariff reform and imperial preference. By that tune many 
manufacturers had been so worried by the experience of havi g 
duties everywhere raised against their goods that they were begin¬ 
ning to question the free trade poUcy which had ^“‘ved almost 
unqualified approval in Britain for two generations; but they were 
too few to be the instruments of a political triump ■ 

Although there was a fairly general adoption of higher tan®, 
the levels reached were protective but not prohibitive. Govern¬ 
ments could hardly afford to make them too high, since they 
warned Increased revenue from the duties. Moreover, ,t was be¬ 
coming the aim of government policies, not only to favour home 
industry in home markets, but also to give direct assistance to trad¬ 
ers seeking markets abroad, and tariffs were used as a bargaining 
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weapon for this purpose. By the eighteen-nineties various countries 
had systems of differential duties. A higher list applied to the 
products of countries which had made no concessions by commer¬ 
cial treaty and a lower list applied to goods from countries which 
had done so. Tariff changes were therefore frequently followed by 
the negotiation of commercial treaties, which had the effect of miti¬ 
gating some of the increased duties. The new German tariff of 1906, 
for example, was followed by the signing of separate trade treaties 
with seven countries before the end of the same year and with 
three others later. 

Apart from tariff wars and commercial treaties, governments . 
also tried to expand their countries’ exports by various forms of 
financial assistance to producers or traders, sometimes directly, 
sometimes indirectly. Of the direct methods the payment of sub¬ 
sidies was the commonest. An outstanding illustration of the lengths 
to which this was carried is provided by the sugar trade. By the end 
of the nineteenth century practically every European country pro¬ 
ducing beet-sugar had imposed a high tariff on all imported sugars, 
and was paying substantial bounties on its own sugar exports, with 
the result that its home consumers paid high prices, while the 
non-producing countries, among which Britain provided the chief 
market, received the benefit of cheap imports. This particular 
piece of competitive subsidization was brought to an end by an 
international convention signed at Brussels in 1902, but various 
other products continued to be subsidized in several countries. 

Some of the subsidies were devised so as to offer cost reductions 
to export trade as a whole and not merely to help particular indus¬ 
tries. The offer of low transport rates for exports became a central 
feature in economic policy, and was achieved mainly through 
government assistance to shipping. Most countries gave concealed 
assistance to their merchant fleets by paying fairly high rates for 
the carriage of mail, but, partly in order to cheapen commodity 
exports and partly in order to reduce invisible imports in the form 
of payments of foreign shipping freights, much more open assis¬ 
tance began to be given late in the nineteenth century. The methods 
included bounties to shipbuilders in proportion to the tonnage con¬ 
structed and bounties to shipowners in proportion to the distance 
run by their vessels. Some of these bounties were very generous, 
and contributed much to the expansion of the supply of merchant 
shipping, The Japanese merchant fleet was one which owed its 
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existence to government financial aid. A navigation subsidywas 
introduced in .896 and extended in .899 and a shipbuilding 
bounty was given from .896 on aU iron and steel vessels of more 
than 700 gross tons. Many countries also used the level of radway 
charges af an instrument for stimulating exports. Specially low 
rates 8 were offered for the carriage of commodities desuned for 
export and in some cases there was an additional reduction if t e 
goodOwere to be shipped in vessels belonging to the home coun- 
tiy Germany had anelaborate system of railway charges designed 
^stimulate trade, and Russia between 1889 and 1893 established a 
state-regulated schedule of railway rates which discriminated in 
favour of certain commodities destined for export and m favour 
of particular regions which could supply a large proportion of the 

C ° Me™ of thTkind were reinforced by international political 
activity 11 Tariff wars and the more frequent negotiation of corn- 
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such rivers had been affirmed in'the Act of the Congress of Vienna 

in i S^Tnd was repeated and clarified, with particular reference 

to the Danube, in the Treaty of Paris in .856. Numerous separate 

agreements gradually made the general principle administratively 

applicable to the chief European rivers and straits and emboffied 

decisions about the level of tolls Navigational tolls on the Scheldt 

were abolished by international agreement in 1863, and on the 

Rhincin 1868. Additional international measures to regulate tra c 

on the Danube were taken in 1857 and 1083. 

Besides the greater number of agreements of this kind, another 
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minor symptom of change was the somewhat larger economic 
content of attempts to promote general political settlement. The 
Treaty of Berlin of 1878 did not perhaps make any more stringent 
economic provisions than a great power had earlier sometimes 
imposed on a weaker, but the limitations put on the commercial 
policies of Bulgaria, Romania and, to a less extent, Serbia, went 
considerably beyond anything previously decided by a major 
European peace conference. The growing clash of interests in 
Africa was also relieved somewhat by international economic 
agreement, when freedom of commercial access by all nations to 
the Congo region without payment of duties was established by the 
Treaty of Berlin in 1885, which authorized the creation of the 
Congo Free State under Leopold II of Belgium. 

There were other matters on which it was still clearer that 
absence of international agreement was unlikely to benefit any indi¬ 
vidual country, whereas the achievement of such agreement might 
produce general advantage. Among the most important were com¬ 
munications, which were the subject of a number of agreements 
leading to uniformity in practices and in the methods of apportion¬ 
ing receipts. In 1865 twenty European states signed an inter¬ 
national telegraphic treaty. They were joined in 1868 by various 
Asiatic countries, and in 1869 an International Office of Tele¬ 
graphy was established at Berne. In 1874 a Universal Postal Union 
was founded by twenty-one states with a combined populadon of 
more than 350 millions; other countries subsequently joined the 
Union, so that it came very near to justifying its name. Other 
subjects on which states co-operated for the mutual protection and 
advantage of their members included t lie international recognition of 
trade-marks and patent rights, which was first attempted in a con¬ 
vention signed at Paris in 1883 and was rapidly extended, and the 
international protection of copyright, established by the Berne 
Convention of 1886. 

But such measures of inter-governmental co-operation formed 
only a small part of political activity. Economic affairs, so far as 
they impinged on foreign policy, led more often to attempts to 
promote national or private advantage, to the detriment of foreign 
competitors. As the supremacy of one country, Great Britain, in 
international trade declined, there was increasing pressure from 
private interests in all the leading commercial countries for greater 
government assistance in the search for markets and in attempts to 

146 



Government and Economic Life 

secure particular contracts and concessions in foreign parts. 1 he 
response to such pressure varied considerably from one government 
manner, but there was a general attempt topay moreaUenhon 

to commercial matters in the routine conduct of foreign affatrs 
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to Britain, and several Central American republics had to accept 
financial direction from the U.S.A. Germany secured commercial 
and transport privileges in Asiatic Turkey. 

Many of these developments had very strong support from the 
business communities of the penetrating countries and, in part, 
they were an extension of that policy of giving greater political sup¬ 
port to national commercial interests, of which other aspects have 
already been discussed. The growth of production and the sharpen¬ 
ing of international competition led to a more intense search for 
new markets in which private traders asked for the support of their 
own governments and private investors sought the help of their 
governments to safeguard their capital and insist on the payment 
of interest. Most strong governments were willing to give some 
support of this kind, and the outright annexation of additional ter¬ 
ritory was supported by economic arguments. By 1900 it was wide¬ 
ly believed that complete political control over market areas made 
it easier to expand rapidly the volume of trade and ensure greater 
steadiness in the flow of both sales and purchases. Moreover, as 
industrial techniques changed and manufacture expanded, the 
amount and variety of raw materials needed in industrialized 
countries greatly increased, and it seemed prudent to try to gain 
control of sources of their supply. But it has also to be recognized 
that much of the rivalry for commercial privileges and territorial 
cessions in backward areas was part of an international manoeuvr¬ 
ing for position in which considerations of prestige and strategy 
were of major importance. Some of the economic arguments which 
were advanced in support of particular measures of colonial 
expansion were plainly ludicrous and could hardly fail to be recog¬ 
nized as such at the time by those unblinded by fanatical emotions. 
Some genuine commercial expansion was achieved; for example, 
British exports to Africa between 1880 and 1884 averaged between 
5 and 6 per cent of the country’s total exports, and twenty years 
later averaged 12 per cent. But the prospects of phenomenally 
rapid growth of colonial commerce were never bright. The contri¬ 
bution which the newly acquired colonial territories made to trade 
was small in relation to the cost of obtaining and governing them, 
and even smaller in relation to the total volume of international 
trade. There was much in the policy of ‘economic imperialism 
that was merely a mixture of irrational emotions disguised in the 
garb of economic pretension. 


148 



Government and Economic Life 

But whatever the motives involved, the very fact that govern¬ 
ments extended their activities in this way had important eco- 
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rapidly changing the whole position of the state as an economic as 
well as a political institution in many countries. 

Viewed in relation to what happened in the next forty years, 
the role of governments in economic affairs in 1914 may seem to 
have still been severely limited, but in comparison with the situa¬ 
tion forty or fifty years earlier, it showed an enormous change. The 
great importance of this change is revealed by two of its charac¬ 
teristics. In the first place it occurred, with a fair degree of simi¬ 
larity, in nearly all appreciably industrialized or important trading 
countries. The chief partial exception was the U.S.A., where 
conditions continued to be much closer to the old ideal o I laissez-faire 
than elsewhere. But even in the U.S.A- there was a policy of trade 
protection and of considerable diplomatic support to commercial 
penetration, and there was the tentative beginning of some govern¬ 
mental control of internal economic activity, as shown by the 
widening functions of the Inter-State Commerce Commission, the 
closer governmental control of railway operation, and the intro¬ 
duction by Theodore Roosevelt of a policy designed to conserve 
some of the remaining natural resources, such as minerals and 
water power; and American municipalities in the late nineteenth 
century were trying to promote health and amenity in ways very 
similar to those in Western Europe. The second notable feature 
was that the development of governmental economic policies after 
1914 was, on the whole, less a matter of innovation than of greatly 
extending what had already been begun. Many of the significant 
innovations, except those bound up with the existence of a totali¬ 
tarian political system, had already been made. 

There were, however, some important new influences which 
greatly accelerated the extension of government activity. Of these 
by far the most significant was the phenomenon ot world war. Its 
first impact on economic activity seemed no more than a slight 
extension of previous growing armament expenditure which ham¬ 
pered civil business somewhat by causing heavier taxation but did 
not drastically upset ordinary business life. But early in the First 
World War it became clear that conditions were no longer like 
those of the nineteenth century, when land wars had been fought 
by small armies or concluded within a few months, or both, and 
the exercise of sea power was relatively cheap, even though its cost 
grew rapidly after 1875. The First World War made necessary 
for the first time the thorough mobilization of the productive 
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resources of all the major belligerents, so that almost every aspect 
of economic life became the intimate concern of governments. Th 
need to raise large armies and to keep up their strength for year 
despite a sickeningly high casualty rate, made it essential to estab¬ 
lish elaborate government controls over the allocation of labour, 
and to make efforts to ensure as great an efficiency as possible 
the diluted labour force of industry. Hence an extension of 
measures to improve industrial welfare in order to W ^kers 
healthy, contented, and co-operative as far as Poss.We/The voi 
of military supplies needed, which proved to be far greater tha 
any of the belligerents had made previous plants to produce, d 
to die application of government control to a very wide range o 
manufacturing industry, to the provision oi government finance for 
the expansion of privately operated industries with “ n ' 
military value, and to a great increase in the number of govern¬ 
ment-operated factories. Germany, m particular orgaiuzcd its 
heavy industry very fully under government contral but all the 
major belligerents went a long way in the same chrec . 
government intervention limited to industries concerned with 
munition production. Since the effort ol the whole adu p p a- 
tion has to be called forth in order to sustain the m,U ary and 

economic stresses of war, safeguards had to 1 piovi 

the basic items of civilian use. Thus, lor example, there were a, 
tempts by regulation, subsidy, price-fixing and rationing to ensure 
that war conditions did not lead to a breakdown ol loud supply 
Perhaps the most surprising thing about this ^ extension up¬ 
state economic control was that so little o it prove 

nent in this form. In one country after another a large part of 
the elaborate war-time apparatus of regulation was apiclly 
mantled when peace returned. But far greater technical knowledge 
of the means of effecting economic control had been acquired a 
was brought into use again when circumstances and ‘dcas changed 
once more. And not all the war-time measures were abandoned 
Though responsibility for production returned for the most part to 
private hands, some of the provisions for improved working and 
living conditions remained, and, partly as a result of this, the level 

of government expenditure was higher than core 1914. 

The abandonment of most of the war-time economic controls did 
not mean that war.failed to alter fundamentally and permanently 
the role of governments in economic life. Though the problems 
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of economic mobilization, which were in some degree peculiar 
to war itself, diminished and the expedients designed to meet them 
were dropped, other economic difficulties which arose out of the 
conduct of the war persisted long after peace returned, and by their 
magnitude and pervasiveness compelled state action. In particular, 
the financial strain eventually led to the complete disorganization 
of economic life in several European countries, so that govern¬ 
ments had to take the initiative in trying to restore stability. They 
had not only to extend their normal activities in public finance, 
but also to provide temporary relief for unemployed workers and 
in some cases to take part in the operation of businesses. The 
economic instability which arose out of the First World War was 
never removed before 1939, though it was for a time reduced, and 
its continuance was responsible for a steady growth of government 
control as people demanded the provision of economic palliatives 
at least, if no cure was available. The emergence of heavy unem¬ 
ployment led to both a great extension of systems of insurance and 
relief in most industrial countries and the adoption of many more 
expedients intended to protect the industry and trade of individual 
countries. The familiar device of the tariff was raised almost every¬ 
where to higher levels, and was extended even where free trade had 
long prevailed, as in Britain, and it was supplemented by new 
subsidies and by physical and financial controls over trade, in the 
form of import quotas for particular commodities and, in some 
countries in the nineteen-thirties, the rationing of foreign currency. 

World war also had a lasting though less direct influence on the 
scope of economic policy, because it acted as a catalyst releasing 
revolutionary political forces. When long-established political 
regimes were shattered, all the functions of the state were subject to 
some degree of revision, and the administrative machinery to re¬ 
direction. In this process, carried on in the midst of social turmoil, 
official prescription of some economic tasks and rewards became 
common, even if it were only for the purpose of securing enough 
support and enough revenue for the new regime to establish itself. 
But in fact the characteristic political change in a number of 
European countries was the rise to power of parties which were 
committed to use the authority of the state in the interest of 
previously under-privileged groups. Thus, for instance, the new 
peasant governments in most East European states carried out 
radical reforms of land ownership. Most potent of all was the 

!52 



Government and Economic Life 
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enormous mass of details in order to have the right amount of all the 
means of production in the right place at the right time to make a 
chosen quantity of a particular commodity by a previously de¬ 
termined method. They demonstrated a new technique which 
some people believed could be taken over and enlarged by govern¬ 
ments as a means of regulating some, at least, of the economic 
affairs of a whole nation. It was the preparation and execution of 
large-scale war once again that gave great impetus to the absorp¬ 
tion of this technique into the regular practice of government. But 
even for peace-time purposes it was adopted to a limited extent as 
governments came under pressure to seek some remedy for the 
obvious inefficiencies of contemporary economic practice, as 
revealed in unemployment and the squandering of wasting assets. 
The influences at work, even in what had been the last home of 
something like laissez-faire , were well summarized by the National 
Resources Board of the U.S.A., when in 1934 it reported that - 

the careful inventory and appraisal of our resources, and the considera¬ 
tion of how we may most effectively utilize these resources, could not in 
any case have been long delayed, after our frontier had been closed and 
the progress of mechanical invention established as a permanent factor 
in our civilization. 

In such developments the mingled pressures of immediate and 
recent crises and of economic changes which had been proceeding 
for a long time could be observed. All the major factors which had 
encouraged the growth of state enterprise and intervention in 
economic matters before 1914 persisted much later. As they became 
more obviously permanent and more familiar, the response to them 
became stronger, and as state action in a few spheres became usual, 
an environment was created in which opposition to further exten¬ 
sions of the functions of government steadily diminished. 

The strengthening of old influences was seen less in the inter¬ 
national than in the internal aspects of economic policy, but even 
in the international field economic life became more dependent on 
political decisions than before. Inter-governmental agreement and 
co-operation through international institutions for the promotion 
of general advantages in economic affairs was not very greatly 
extended until after the Second World War, though it was main¬ 
tained in spheres where it was already established. The secretariat 
of the League of Nations became a most important instrument for 
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the collection and diffusion of economic information and the 
dispassionate study of some common international economic 
problems. The League of Nations also promoted joint governmental 

anTp^d A a e iTaro?conductin g extensive inter¬ 
governmental discussions of the most fundamental 
culties But on the whole its importance to economic affairs was as a 
source of information rather than as a strong instrument of pohcy. 
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Nor did me “ . , t When the Bank for International 

to snatch at any means of immediate internal improvement. y 

through^int^^go^rnmentalTnstitutions. Some ^ f ^^0“ 

of Europe depended for financial help for seveta year , and of the 
movement for the unity of Westein Europe. “ r 

ence was most evident in such a y • instruments 

° A “fiffies 

SoT,S* ^^“n 

Community, were dehberate contnbuUons to Western European 

“In'the interwar years the one branch of policy in which a new 
international institution brought about 

1. »*« “1)»“ * iizz 

employers and the increase of international mg 

workers’ organizatipns how differences in national standards of 
labour conditions might affect their bargaining power. From 890 
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onwards, when the first international conference on labour legis¬ 
lation met in Berlin, various efforts had been made to secure inter¬ 
national agreement about labour legislation, but they had achieved 
little. Circumstances were more favourable just after the First 
World War, because the victorious governments, as one means of 
keeping up morale, had promised to do something to improve the 
conditions of workers. One measure to implement this promise 
was the creation of an International Labour Organization, the con¬ 
stitution of which formed part of each of the four treaties of peace 
ratified in 1919 and 1920. The Organization, to which all members 
of the League of Nations belonged and which was also joined in 
1935 by the U.S.A., consisted of a conference of representatives of 
members and a permanent International Labour Office controlled 
by a governing body. Its decisions, embodied in conventions, were 
binding only on those members which ratified them, but in fact 
they were instrumental in spreading various reforms quite widely. 
The I.L.O. made a notable contribution, for example, in obtain¬ 
ing greater uniformity and justice in the terms of employment of 
seamen. It did much to secure further restrictions on the employ¬ 
ment of child labour and generally to bring the standards of the 
more backward countries nearer to those of the rest as far as labour 
legislation could do so. To the improvement of working conditions 
generally in the leading manufacturing countries, however, it 
contributed only a little. 

Though inter-governmental co-operation in economic matters did 
not greatly increase, every government found itself obliged to pay 
increasing attention to economic questions in its relations with 
other states. The difficulties of world trade and of discharging in¬ 
ternational financial obligations became so great that they were for 
long periods among the major subjects of diplomatic negotiation. 
Governmental decisions on external economic problems were not 
always by any means based mainly on an appraisal of the eco¬ 
nomic aspects of the situation, but international economic relations 
came to be much more closely influenced than before by the 
actions of governments, however these were determined. Most 
governments were particularly concerned to give their countries as 
much protection as possible from the effects of world-wide eco¬ 
nomic disturbance; but the attempt to do this involved elaborate 
negotiation. Moreover, as governments became directly concerned 
with a greater range of activities at home, they found themselves 
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obliged to deal with the "ional -“n ^oTZ 

sometimes involved. Foreign P V Jn the twen tieth century 
unquestioned functions °' ' rtionat eiy larger economic content, 

it acquired everywhere a prop extension of 

Nevertheless, it was in internal ^ striking? at lea st 

government control over econo <. fr ialization The conditions 

wherever there was appreciable.'f^xTeSon o? government 
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tion in the interest of the mass » ^"^1 force and 

more people 

because, as the scale of^business 1 found themselves in a 

in supervisory and professiona P « t ana l 0 gous to that of 
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1930, and similar systems wer Where government regu- 
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elsewhere. During the ninetcein- in the y.S.A. By 1937 

great increase in social security p insurance scheme, 
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subsidize activities protecting the position of large g P 
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people, they were gradually led to provide additional services with 
closely related purposes. Thus the growth of state-sponsored 
sickness insurance schemes gave governments a greater interest in 
positive measures to maintain health and improve the treatment of 
disease. It was one important influence on the increase in the public 
provision of hospitals and of centres of medical research. In every 
field where public enterprise had firmly established itself, it main¬ 
tained its position and usually expanded, and additional functions 
continued to be taken over from private enterprise. After 1919 a 
large proportion of the new housing in most countries of Western 
Europe was provided by governments and municipalities, whereas 
previously it had been mainly the work of private builders. Among 
the reasons for this change were the acceptance of better standards 
of quality as necessary for the smooth working of contemporary 
society and the inability of private capital in some years to supply 
enough good housing at a reasonable profit under existing condi¬ 
tions of working-class income and of building costs. 

For the state to step in to supply what it judged to be socially 
necessary when private capitalists could not meet the need was one 
of the earliest and most persistent reasons for the extension of 
public enterprise. After 1919 it was affecting other activities besides 
housing. The increasing burden of overhead costs made the 
position of various types of large-scale enterprise precarious and 
discouraged new investment in them. The financial difficulties of 
many railways, which were still vital to national economic activity, 
were a major factor prompting a further extension of public owner¬ 
ship and operation of existing lines; and where additions were still 
needed, they could usually be provided only with state financial 
assistance. The very heavy initial cost of building airports and 
establishing air services, reinforced by military considerations, led 
public enterprise to have a large share in another major branch of 
transport. In the less wealthy countries the increased capital neces¬ 
sary for the foundation of most types of modern enterprise made it 
increasingly difficult for industrialization to be spread by the 
agency of private entrepreneurs. Difficulty in obtaining private 
capital and growing nationalism, rather than adherence to any 
form of socialist theory, caused governments in various primary 
producing countries to give a lead in the expansion of mechanized 
industry. Attempts at some degree of ‘deliberate industrialization’ 
in various Latin-American republics, including Mexico and 
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Argentina, during the nineteen-thirties and 'forties were notable 

examples of this tendency. , n of nrivate in- 

In some more advanced countr.es 

vestment, especiallyafter 1930, P™™^^ unem ployment. Be- 
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quarter of the national income of their countries, and there was a 
world-wide tendency for the proportion of public to private ex¬ 
penditure to increase. The renewal of world war greatly acceler¬ 
ated the change, and, as had often happened before, the return of 
peace did not bring a return to pre-war levels of public expenditure. 
Though the nineteen-fifties saw some reduction from the very high 
proportions of the immediate post-war years, central and local 
government expenditure in each of the industrial countries of 
Western Europe was from 35 to 40 per cent of the gross national 
product in i960. 

The change in the relation between governments and economic 
life, which took place between about 1875 and the mid-twentieth 
century, was one of the most fundamental of all changes in social 
organization in the period. It was bound up equally with the 
spread of international conflict, with the attempt to diminish the 
physical and social strains arising from conditions of large-scale 
business and mechanized techniques, and with efforts to extend 
(and in some quarters to resist), through economic provisions, new 
conceptions of human freedom which had been spreading from 
Western Europe and the U.S.A. at least since the late eighteenth 
century. Security, both personal and national, had to be bought 
more dearly. The price of extended control over nature and of 
wider scope for human enterprise was the need for wider control 
over human activities. 

The type and extent of control naturally diff ered from country 
to country and from time to time. Ruling ideologies varied greatly 
and so did the administrative resources with which governments 
could serve them. There were economic tasks - in entrepreneurship 
or investment or insurance, for example - which in some places 
could be carried out by private individuals as well as or better than 
the government; which in other places seemed irrelevant to the 
prevailing mode of life; and which in yet others began to appear 
necessary or desirable but were bound to be neglected unless the 
government undertook them. Mass political pressure was usually 
both less effective and less directed to economic aims in poorer than 
in wealthier countries. Where political security seemed greatest 
there was oiten the least incentive for governments to take up new 
economic questions. But almost everywhere the obstacles and deter¬ 
rents to government action diminished. It became rarer for govern¬ 
ments to lack trained civil servants, or to be uninterested in the 
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presence or the possibility of the peculiar problems of industrial¬ 
ized and growing economies, or to be able safely to ignore 
wishes of the masses in their countries. Any tendency to beheve 
that individualism is holy and state action satamc u-aUy ^ap¬ 
peared or was inverted. For all these reasons many new economic 
matters passed into the care of politicians. Non-econormc motives 
thus had greater scope to influence the course of economic affan£ 
just as political success came to depend on apparent conomic 
achievement. So mingled were the various asp*** 
deavour that economic and political affairs, always closely related, 
became at many points inseparable, perhaps e\ en 1 en 1 
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The Growth of Incomes 


Each and every one of the topics already examined shows change 
of a radical and transforming kind, bringing, over the course of a 
century or so, a new character to major aspects of economic life in 
numerous different countries. But there was also a more general 
change to which all these were related in different ways. This was 
the continual expansion of the whole economic activity of the 
countries direcdy affected, an expansion of which the level of 
income per head of population is probably the most relevant and 
convenient indicator. To measure changes in income per head 
over appreciable periods cannot be done with complete precision, 
and even if the exercise is carried back only fifty or a hundred years 
in time, the nature and omissions of the data further reduce the 
possible standard of accuracy, so that conclusions based on the 
measurement must be tentative and approximate. But of the reality 
of high rates of economic expansion and of their association with 
recent achievements there is no doubt. Present-day levels of in¬ 
come can be assessed with reasonable accuracy for most countries 
and for a substantial minority of them tolerable estimates can be 
made for years back to the late nineteenth century. For the wealth¬ 
ier countries of the present day an average increase of about 15 per 
cent per decade in income per head since the date of these earliest 
estimates is not unrepresentative; some have done better, some a 
little worse. An increase at this rate will produce a quadrupling in 
a hundred years. Yet such rates of increase cannot have been 
occurring for very long. Had they been doing so, the levels of in¬ 
come prevailing not very far back in history would have been too 
low for subsistence, and even more recently they would have been 
insufficient to permit the sort of economic and social life of which 
there is full descriptive evidence. Economic growth at such speeds 
is characteristic only of the nineteenth and twentieth centuries, 
and even then its spread was a gradual one from a small to a larger 
minority of countries; but its magnitude was enough for the new 
dynamism of the minority to transform the economy of the world. 
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The achievement of high rates of economic expansion was not 
the direct result of any one specific set of changes. All the subjects 
that have already been discussed, technical and institutional, 
industrial and non-industrial, private and governmental, had an 
essential part in it, in relationships subject to a great number o 
permutations. Of course, it is also true to say that the main imme¬ 
diate source of rising productivity (which is the counterpart o 
rising incomes) has been the adoption of new technologies, especi¬ 
ally the application of power-driven machinery to innumerable 
processes previously done by hand or incapable of performance. 
But technological innovation, by its very nature, cannot be an 
independent act. Every such innovation is an outcome of in * el | 1 “ 
gence and skill, requiring the mobilization and application o t e 
intelligence and skill of others, and therefore related to prevailing 
habits of mind, to the nature of the available system of education 
and training, and to the state of the labour market. Almost every 
such innovation also embodies an act of investment and is t iere y 
at once related to the nature of the capital market an its institu 
tions, and to the prevailing habits of saving and a t e socia 

influences on them. . u 

It would,however, be a mistake to think that only stagnation has 
been possible when mechanical innovation has been a sc nt. it in 
the growing national economies of the last hundred years t ere 
have been elements of increased productivity that have a 1 e 
to do with the introduction of new machinery, have require no 
extra labour and relatively small investments. Some of them have 
already been noted among the organizational changes a ecting 
agriculture. Even before the emergence of recent high rates 01 
growth, and before industrial technology was dominated by pouer- 
driven machinery, much more gradual but persistent an signi 
cant economic expansion could be observed in some coun nes, 
especially in Western Europe and in some of the colonies it built 
up overseas in the seventeenth and eighteenth centuries. 

Economic growth, in the absence of a mechanical technology, 
has usually depended on gaining command of an increasing quan¬ 
tity of productive resources and on the improvement o pro uc ve 
efficiency by means of a greater division of labour, n practice, e 
use of additional resources, though it also involved the working of 
previously neglected mineral deposits, was achieve main y y 
occupying and cultivating more land, sometimes in < xterna co onus 
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but often within the national territory. When population was 
gradually increasing, as it appears to have been doing, irregularly 
but persistently, in much of Western Europe between about 1500 
and 1750, there was a particular incentive to make these exten¬ 
sions of settlement. If they were mere copies of what had been done 
before it might well be that though the community’s output were 
absolutely larger there would be no increase in output per head. 
But the cultivation of fresh land, the opening of new mines and 
quarries, or the development of a trading centre in the midst of a 
new settlement provided the opportunity, sometimes taken, to 
organize matters in a better way — to distribute land more con¬ 
veniently for the needs of different cultivators, to shake off the 
burden of obsolete rights and dues to which non-producers were 
customarily entitled elsewhere. In communities where such things 
were happening a stimulus was also given to reforms in the older 
settlements and institutions, with a consequent opportunity to use 
existing resources more fully. The rearrangement of land-holding 
and the substitution of individual for communal agriculture were 
among the most frequent changes of this kind, but where the spirit 
of reform was let loose among laws and institutions it was apt to 
find other fields of action. New laws and public policies to repress 
idleness and waste, and the encouragement of additional financial 
organizations to assist business and the accumulation of capital 
were expressions of the same outlook and in their different ways 
made possible a more effective use of other factors of production. 

Changes such as these, though seldom its sole or principal cause, 
often directly encouraged the greater division of labour, on which 
Adam Smith, reflecting on his observation of his own times, put 
the greatest stress as the source of increased productive efficiency. 
Many of them were directly associated with an expansion of the 
market in numbers or area or purchasing power, and this in turn 
could make it worth while to attempt greater specialization of 
function or locality - for more workers to stick to one type of 
productive activity in which experience and continuity fostered 
expertise, for production and distribution to be done by different 
people without either of them being left only intermittently occu¬ 
pied, for more of those engaged in one particular activity to con¬ 
gregate closely together and reap some of the advantages of sharing 
a common set of services and having access to a common stock of 
information relevant to their business. None of the new practices 

164 



The Growth of Incomes 

required a great deal of capital for its adoption, but some addition 
was necessary. At the very least, the fuller use of resources involved 
the provision of rather more working capital to cover the cost ol 
labour and materials embodied in a bigger volume of work in 
progress. But the increased efficiency made it easy to provide this 
extra capital and might well encourage a rather greater expansion 
of capital in the form of more and better 01 more requent y re 
newed tools and more convenient buildings. Where this happened 
it was possible for economic growth to proceed a litt e ess s o\v y. 

It is appropriate to recall these possibilities and achievements o 
economic growth in a non-mechanical setting because t ey a tere 
the international economic balance of the worl< e ore it was 

transformed by the spread of machinery; they did mx f to e e 
mine the conditions in which more rapid modern eve opmen 
took place and, indeed, in a minor way made their own con ri 
bution to it alongside the more spectacular achievements asso¬ 
ciated with a scientific technology; and they enab e some o ie 
pioneers of rapid development to achieve more su stantia re war 
from it by starting the process from a higher levc . e car 1 
possibilities of growth were there, but their translation into ac ev c 
ment depended on initiative and intelligence and on t ie w 
complex of social ideas and institutions and policies an acci cn * 
which granted or denied scope to these qualities. 1 lou S CS 
circumstances always differed from one country to another, yet 
factors varying widely in detail often combined to pro uce simi a 
inhibiting effects. As a recent United Nations survey put it, in 
most under-developed countries, the traditional hamewor o 
political, social and economic institutions, within whic 1 economic 
activity was long conducted, was conducive less to economic 
growth than to the perpetuation of economic stagnation . c 
exceptions to this generalization, mostly West European in oca 10 ^ 
or origin, made their mark at an early date, as our own in_ro 
ductory survey of the mid-nineteenth century made c car* c 
superiority which the countries of Western Europe an or 
America then displayed in wealth, productive power and com¬ 
merce no doubt owed something to the first steps whic i t icy ia 
already taken towards a mechanized, industrialized economy, u 
it owed more to other types of change. Even in 1850 it is possi e, 
though not certain, that income per head was already lg ier in 
the U.S.A. than anywhere else in the world, higher than in Britain, 
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although the latter had run ahead of the rest on the road towards 
industrialization. The U.S.A. at that time was still very little 
industrialized. But it had unusually abundant natural resources, 
traditions and institutions which encouraged their use (as soon as 
they were accessible) to the full extent that current knowledge 
permitted, and a firmly established commerce to which a high 
proportion of its gradually accumulating capital stock was devoted 
and which gave a good return for it. There were other countries, 
notably Australia and New Zealand, which, somewhat later in 
date but early in their own history, enjoyed in pre-industrial con¬ 
ditions a level of income that was probably comparable; and they 
did so for similar reasons. Such countries as Britain and France, 
with a less rich inheritance of natural resources, relatively to their 
numbers, could not start their rapid development from so high a 
point, but their piecemeal advances, consolidated over several 
preceding centuries, brought them pre-industrial incomes much 
higher than those of nearly all other countries, even though, by 
their own mid-twentieth-century standards, they were incomes that 
look much like poverty. The earlier superiority of these countries 
to the levels in the rest of the world affected both the absolute levels 
of income and wealth which they subsequently attained and the 
tasks they confronted in attaining them. 

Yet, despite the divergences of a few from the conditions of the 
rest, the experience of rapid growth appears to have been accom¬ 
panied by (perhaps to some extent even based upon) character¬ 
istics that have been broadly similar almost everywhere that it has 
taken place. This is only what is to be expected in view of the 
central influence exercised by the adoption of a scientific tech¬ 
nology and by the institutional changes associated with it. Apart 
from the descriptive similarities to which this must give rise it is 
also likely to affect the magnitude of some of the fundamental 
factors concerned in economic growth, in particular through the 
extent to which additional capital is necessarily embodied in most of 
the innovations. In fact, because of this, the statistics of capital for¬ 
mation have come to be treated very often as the best approximate 
indication of the extent to which an economy is equipped for rapid 
growth over any particular period. Other quantitative resem¬ 
blances that have been noted among rapidly growing economies 
concern the growth of population and, though it is less clear how 
they may be related to the process of growth, these population 
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trends had an important influence on its extent andi on the way in 
which it took place. To look at the course of popu auon and capihd 
formation in countries of rapid econormc g™w h throu s a good 
deal of Ught on the nature of their expansion and onthe.r relauve 

wealth at different times. It also brings out, wi er0 wth 

similarities, striking differences m detail in the pro g • 

In nearly every country where rapid economic growth has mken 

place, with the one outstanding exception °f Fran , h 
accompanied by high rates of population grease which hav^ 

tended to accelerate for a time but which, in th nineteenth 
countries whose growth goes back some way recent de¬ 

century, have usually dropped apprecia Y deca des at rates 
cades. Population increases sustained ° r ann J m a nd sometimes 

from 0-75 P h e \ C 7Vnd then fa e Ui^g back in the twentieth century 
rising even higher, and then laiung u . reDresentative 

near to 0-5 per cent per annum have been quite ^ e P res “ their 
for economically expanding countries. ome ^ j^gher rates of 
rapid expansion more recently hav -, n v siens of decline. 

population increase which have not yets ™ been confined to the 

High rates of population incr * as *; , h ar „ e part of the world 

areas of rapid economic growth asrfof popula- 
they appear to have preceded it. But difficult 

tion increase during the period of growt wou being 

to maintain without the additional product 

achieved, and there was doubtless a direct cau speed and the 

economic and demographic changes. ^er am y ca bl e rate of 

variations of population increase affected the practicable 

economic growth in several different ways. . ^ e j ater 

Unless there were a much higher level of producuvUy m the la 

years, the increase in the total output and income rftcouMry 

whose population was increasing more s ow y 

also bc^tarded. An indefinite —!Cwmany pe^le-uld 

be persuaded that the effort was ^ n fcZn a 

might be maintained for many years an ere countries 

to expect income per head to be growing "? ore . S *°^ V ‘ n „ “ ates of 
whose rate of population increase has declined. The highrate 
population increLe that have been so common have created both 

heavy burdens and special stimuli fo P . eG ne to 

growth. Much of the effort that might conceivably have gone to 
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provide higher average incomes for fewer people has had to go 
into the provision of food and homes and jobs just to keep extra 
numbers alive. An undeveloped country which was accustomed to 
save and invest less than 5 per cent of its income - a state of affairs 
that was probably not uncommon - was likely to find that if its 
population rose by 1 per cent each year practically the whole of 
its savings would be needed simply to keep average incomes from 
declining. To bring about any appreciable rise in them required 
much greater efforts and sacrifices. The task might be all the 
heavier at some periods if the increase in population was occurring 
in such a way (e.g. through a fall in infant mortality or a rise in 
the reproduction rate) as to enlarge the proportion of non-pro¬ 
ducers. It is hardly surprising that many countries with a rapid 
increase of population remained for long without appreciable 
growth of income per head. On the other hand, in a community 
accustomed to some degree of change and experiment, a rapid in¬ 
crease of population sometimes acted as a positive economic stimu¬ 
lus. It offered the prospect of a continually expanding market and 
a plentiful labour supply which, by reason of its augmentation, 
could readily be turned to new employments. Such conditions gave 
an inducement to new enterprise and investment, and an early 
response to the inducement might gain so high a reward as to 
encourage many more fresh ventures. Where a community was able 
to achieve a high rate of capital formation per head it could not 
only augment but modernize its stock of capital much more fully 
if it had a rapid increase of population. Given the great effort 
needed to get the process going, such a community could soon find 
that its more up-to-date equipment gave it a competitive advan¬ 
tage over others whose population was growing more slowly. From 
that advantage it could derive extra sales and income which light¬ 
ened the task of maintaining economic growth in the future. 

Two contrary influences could therefore make economic growth 
either faster or slower during an earlier period of rapidly rising 
population than during a later period of slower population 
increase. Attempts to determine empirically which sequence has 
usually prevailed have been hampered by the paucity of data. It 
seems fairly clear that for practically all countries that were ex¬ 
periencing rapid economic growth in the second half of the nine¬ 
teenth century the rate of increase of their national income has 
been lower while their population has been rising more slowly in 
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the twentieth century- Some s “^ia^loo^a^cOTdiUons^ 

the early nineteen-fifties, conclude ( been lowered. 

most of them the rate of increase per e effect can 
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tion). In a few cases the average has exceeded 20 per cent and, 
very rarely, has foy a few years approached 30 per cent. Where it 
has fallen short of 1 o per cent the deficiency has merely reflected 
the import of capital; in other words, the ratio for gross domestic 
capital formation has exceeded 10 per cent but a portion of the 
additional capital assets has been owned abroad or has been offset 
by the realization of foreign investments. Within the range of 
capital formation proportions characteristic of growing economies 
it is also generally true that at any particular time the highest 
ratios have tended to be found in the countries with the highest 
income per head. But there have been many individual exceptions 
to this and the difference in capital formation proportions between 
countries with very different levels of income has often been quite 
small. Over the long period, too, the evidence does not suggest 
that most countries have achieved their most rapid economic 
growth either during or immediately after the periods when they 
have devoted the highest proportion of their incomes to capital 
formation. Nor does it appear that the maintenance of the highest 
rates of growth over long periods has always been the reward for 
those who continued to invest the highest proportions of income, 
though the persistence of fairly wide differences has usually meant 
that the economic growth of the country with the lower proportion 
has in the long run fallen behind that of the country with the 
higher proportion. Thus rapid economic growth has evidently 
depended on the achievement ot a higher minimum level of invest¬ 
ment than can have been usual at earlier times, but above that 
minimum, while one can say that high investment has usually 
brought its own reward, there is much uncertainty (and, it some¬ 
times seems, almost randomness) in the relation between the 
amount of the extra investment and of the extra reward. 

This is not really so surprising as it might seem. For one thing, 
much ambiguity attaches to the available data. There are mani¬ 
fold problems in the definition of national product or income in 
such a way as to permit meaningful comparisons between coun¬ 
tries or periods with a product made up of different types of goods 
valued at different prices. Whatever definitions are used are 
bound to be imperfect and to introduce some element of bias 
which shows up more at some points than others; and even when 
common definitions are employed it is not equally easy or possible 
in every case to identify what items conform to them, or to be sure 
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what adjustments should be applied to parts of one 
oroduct there are particular difficulties in the defuuuon of capital 
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utilities to serve it. Almost everywhere investment of these kinds 
has been the most expensive of all in relation to the increase in 
product to which it has given rise when brought into use. Housing, 
indeed, is often regarded as a category of unproductive fixed capi¬ 
tal investment, since its contribution to the growth of productivity 
cannot be precisely traced and seems to be both indirect and very 
gradual. Transport systems have been built to yield an increment 
to the national output over a very long time rather than to produce 
a high yield at once. But though the provision of such investments, 
often described as ‘social overhead capital’, was everywhere bur¬ 
densome there were great differences in the extent to which it was 
required. Countries such as Britain, whose economies quickly 
called for a high degree of urbanization, had to spend heavily on 
residential construction and public utility services even to main¬ 
tain an unsatisfactory standard of accommodation. Some other 
countries could keep down this type of investment because still 
worse standards of housing were traditional and acceptable. Rail¬ 
ways were built more cheaply where, as in France, they mostly 
preceded a high degree of urbanization than where, as in Britain, 
they accompanied it. Likewise, railways and roads were much 
more costly to construct in mountainous regions than in most 
others. Sometimes the capital outlay was still further enlarged in 
proportion to the immediate rise in income because capacity was 
created sufficient to cope with additional business beyond that 
immediately’ available. British railways in the eighteen-forties, 
Canadian pipe-lines, and Norwegian hydro-electric schemes in the 
nineteen-fifties provide examples. 

The differences in the expenditure on social overhead capital are 
only part of the story\ A country which was already well-equipped 
with social overhead capital and devoting more of its investment 
to the expansion of manufacturing industries normally got a bigger 
immediate return for a smaller outlay. For instance, in industrial 
countries in the nineteen-fifties the same amount of new invest¬ 
ment devoted to manufacture produced on average more than two 
and a half times as big an addiuon to output as it did in transport 
and four times as much as in public udliues and power production. 
At most times, too, the rado of output to capital seems to have been 
higher in manufacture than in mining, so that countries have had 
heavy capital requirements when they have been engaged in the 
rapid expansion of their mineral output. Moreover, the increase of 
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output in any sector of the economy has depended on the demand 
for Fts products as well as the amount and quality of the capHa pu. 
into it In most places the ratio of output to capital was like'y obe 
higher in a time of brisk international trade, like the eighteen- 
fifties or the nineteen-fifties, than in a slack time like the mneteen- 
thirties. The country which indulged lavisWy m capita formation 
during or just before one of the former periods was het er s uatcd 

than one which did so in the latter. So ™ e “ me \S 
lived items of capital formation were probably made more qujckjy 
and fufiy 1 productive because the independent expansion of cheap 
supplies from abroad caused their more complete utikauon ror 
instance, the large increase of cheap raw mafood horn 

other continents in the last twenty years of the nine eenth centu 5 

may well have helped to increase the volume of business in severa 
European countries so as significantly to improve the ratio ol out- 
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items reckoned after the deduction of capital consumed) to be 
rather less in the later years of growth of the richest countnes 
though this has sometimes been temporarily concealed by sudden 
widespread rises in the gross capital formation proportion (such 
as occurred in the nineteen-fifties) and by the inconsistent varia¬ 
tions in the calculation of depreciation in different countries It 
might seem that this was an influence making it harder for the 
more highly capitalized countries to maintain their rate ot 
growth. But it has to be remembered that they were usually co - 
ccntrating more of their investment on assets likely to yield a 
relatively high increase of output. It is also relevant that new 
investment used in the replacement of capital consumed, though 
represented by one figure which is arithmetically cancelled y 
another, is in practice not usually neutral in its economic etlect. 
The new capital assets can embody the results of the most recent 
technological progress and their qualitative differences from the 
assets going out of use are unlikely to be fully represented in their 
respective valuations. The significance of a high gross capital 
formation proportion is therefore unlikely to be destroyed even 
though the net capital formation proportion is very much lower. 
For instance, in the U.S.A. the gap between the very high gross 
and net capital formation proportions was unusually wide even as 
far back as the last third of the nineteenth century, the earlies 
years for which there is abundant information, and it seems 
reasonable to regard the implicit readiness to replace existing 
assets by something more up to date as one influence on the very 
high rate at which income per head was then growing. 

Another significant change that has usually marked t e ^ er 
rather than the earlier years of any country’s economic grow as 
been in some of the purposes to which expenditure nominally 
classed as ‘current’ rather than ‘capital’ has been directed, lde 
more advanced countries have devoted greatly increased sums to 
such things as the promotion of health and physical well-being, 
education and scientific, technological and social research. Few 
countries in the early years of their growth have been able to 
devote comparable proportions of their income to such matters 
and the mid-twentictli century sees huge differences in this respect 
between the richer and the poorer countries. Yet such expenditure 
has been truly, in large part, a form of investment in human beings. 
Without it, inventiveness, adaptability and a general capacity to 
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make effective use of the assets to which t£ term 
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has postponed most of such complementary improvements to a 

later date; but changes in the general state of world trade, inde¬ 
pendently influenced only slightly by the efforts of any one coun¬ 
try have also made wide differences in the immediate results ot 
periods of heavy investment undertaken with the distant future in 
mind. Once a country has built up its basic equipment of social 
overhead capital, established the regular practice of applying the 
latest techniques to an appreciable part of its productive activity, 
and begun to spend freely enough on the education and health o 
its people for them to cope with complex and continually changing 
conditions of life, then the maintenance of further growth appears 
usually to have become rather easier. Social overhead capital has 
to be adapted and gradually improved rather than supplied almost 
in its entirety from scratch and more of the additions to net invest¬ 
ment can yield their full benefit fairly quickly. But there are ott- 
setting factors, such as the demand of a wealthier population tor 
more of the expensive and low-yielding investment in amenity, in 
better housing and hospitals, or the high costs of administration and 
congestion in metropolitan communities. Even if these factors do 
not neutralize the other conditions making for easier growth - and 
in practice it seems probable that they usually have not completely 
done so - there are many others which have affected what could 
be achieved. The extent to which the demand for leisure has begun 
to catch up on the demand for goods, differences not only in rates 
of population growth but in the age-division of the population into 
producers and dependants, the very varied costs which wars and 
military needs have imposed on different countries — all these ave 
helped to decide whether basically easier economic conditions 
have been translated into greater or less growth. 

Given all these various possibilities and the multitudinous ways 
in which they may be combined, it is to be expected that e 
growth of incomes will have proceeded very differently in different 
countries over both long and short periods. The available data 
clearly bear out this expectation, even though they need to be 
regarded as tentative and approximate, with the possibility that for 
a few countries the earlier figures may still be subject to consider¬ 
able revision as a result of further investigation. Figures of national 
product going back at least to the eighteen-seventies and appar¬ 
ently possessing reasonable consistency are available for ten coun¬ 
tries. For Canada, Denmark, Russia, and the U.S.A. these figures 
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go back no further, though some estimates, compiled in different 
ways, exist for earlier years. But for Germany, Ireland, Italy, 
Sweden, and the United Kingdom the same series extend back to 
the eighteen-sixties and for France to the eighteen-forties : l rom 
the beginning of these national series to the mid-nineteen-fifties the 
decadal rate of growth of product per head ranged (when appro¬ 
priately weighted for changes in political boundaries) from just 
over io per cent for Italy and about per cent for the United 
Kingdom to about 20 per cent for the U.S.A. and over 27 per cent 
for Sweden. The rates were about 14 per cent for France and 15 
per cent for Germany and perhaps 15 per cent lor Russia also, 
though the last must be a dubious figure because of the deficiencies 

and obscurity of the data. , . , 

The comparative impression conveyed by these figures is muc 

modified by looking at what was happemng at di tie rent times 
within the long period. The relative lowness of the rate for the 
United Kingdom was the result almost entirely of the poor pro¬ 
gress in the first quarter of the twentieth century, and, to some 
extent, of a few years at the end of the Second World War and jus 
after. In the eighteen-eighties the rate went well above 20 p< r et n 
and in the rest of the period, too, was much lug ier t lan t u ong 
term average. The apparently rather better performance of Ger¬ 
many was attributable almost entirely to the ac nevemcn s o c 
eighteen-seventies and ’eighties, when the heavy industries were 
making great strides and decadal grow th rates of more than 30 pci 
cent were attained in product per head. At most other times, ex¬ 
cept for a brief span in the late nineteen-thirties and the beginning 
of very rapid revival in the Federal Republic in the nineteen-fifties 
the German growth rate was rather low. Franct, un i e erma 
and the United Kingdom, maintained a high growth rate, with a 
maximum approaching 30 per cent, in the early y< ais o t u w< n 
tieth century as well as in the late nineteenth, no doubt to a large 
extent because it was later in building up a substantial sector of 
heavy industries and in mechanizing an apprecia > « rjn S ( 0 1 
manufactures. But the French long-term growth rate was roug 1 
down by absolute decline in the nineteen-thirties an t\c ( _ con 
World War. The U.S.A., which had been very adversely affected 
by the Civil War, really established full recovery and renewe 
rapid growth in the late eighteen-seventies and the eighteen- 
eighties when income per head rose by about 50 per cent in cn 
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years. As in France the rate of growth was also very high at the 
beginning of the twentieth century (though the peak was earlier 
than in France) and became negative in the ’thirties. But unlik 

France and, indeed, most of Europe, the U.S.A. 
stimulus to its economic growth from the Second Wor . , 

too, did a few other countries that had great reserves of unused 
resources which could fairly readily be brought into production, 
likewise those which already possessed an advanced industrial eco¬ 
nomy and were able to remain neutral. Canada, Australia, Swede 
and Switzerland all experienced high growth rates in the 
forties. In general, there has been a good deal of irregularity in di 
course of growth among almost all those countries that have main¬ 
tained a high average for a long time, though periods of more than 
two or three years when growth has been interrupted by absolute 
decline have been rare. The steadiest expansion has been that o 
Sweden, and the exceptionally high long-period growth rate there 
owes much to the entire or partial avoidance of most ol those 
interruptions to the process that have affected the other growmg 

economics from time to time. . , 

Another way of looking at these different growth rates is by 

consideration of their effects on the relative incomes of various 
countries at different times. To the uncertainties and ambiguities 
of any one series of national income calculations, however, inter¬ 
national comparisons add their own manifold complications, w c 
include both differences in the accounting treatment of what 
should be comparable items and dissimilarities in the course an 
structure of national prices. Such comparisons must therefore e 
regarded as even more tentative than comparisons of incomes 
within the same country over a long period. But a few roug 

estimates may be hazarded. . 

The possible superiority in income per head which the people 

of the U.S.A. enjoyed in the middle of the nineteenth century was 
destroyed by the Civil War and the wreck of the South which 
accompanied and followed it. By 1870 average incomes were prob¬ 
ably highest of all in Great Britain, with the U.S.A. and Canada in 
second place. British income per head was about 40 per cent more 
than Danish, twice that of Germany, more than twice that ot 
France, and about three times that of Sweden. The great expan¬ 
sion of the American economy in the eighteen-eighties took the 
U.S.A. nearer to the British level once again but did not close the 
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gap since this was also a time of very rapid growth ^B^shm- 

comes. At the end of the nineteen USA not very far be- 

still highest in Britain, with C “ a ^ a probably about 

hind. The level in Austral. andL New Zeala ^ the 
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Alsace and Lorraine, France had setb acks of the 

higher income per head than Germ y.^ P^ overta ken only by 
nineteen-thirties, the U.S.A. by J 3 t far beliind Ameri- 

New Zealand. British average mcomesN ^ ^ of British , those 

can, those of Denmark probably o 9 those of Germany, 

of Canada and Amtralia --Shrce-quarters 
the Netherlands, Sweden, and S . • - nK productivity of 

of the British level. In Japan, despi c ^ mU ch more than a 

industrialization, income per heaw econ d World War was 

third of that in Britain. By per head in the 

over the situation was very di e ^ than in Canada, the 

U.S.A. was probably 25 per c . g scd New Zealand, 

second richest country, both avi ^ , ‘ t ^ rec _ b f tbso fAmcri- 

British incomes were probably not morc^ those G f Australia, 

can and had been more or less q l , to grow well be- 

Sweden, and Switzerland, all o w ci a f ter math of the war. 

yond the British level during ^ ^ r Japan had bee n 

On the other hand the level in ro: cs a rapid growth of 

catastrophically reduced, f" ** was achieved not only in 

incomes was unusually widesp * • . bu t also in those 

countries that had recently been P™ s P™?k by the war . Even 

which had been shattered or -"^countries increased their 
some of the poorer primary pro g absolute level was 

incomes much faster than ^fore, drough t^ absolutc^^.^ ^ 

•till low. There were also one or two spec thanks to a 

comes. The most striking was that of Iceland wn , 
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new strategic significance, defence receipts spread over a small 
population helped to multiply average income per head two and a 
half times in eight years. In the later ’fifties the advance m some 
of the wealthier countries slowed down, but it was particularly 
well sustained in much of continental Western Europe. In 1957 the 
position was that income per head averaged $2,100 in the U.S.A. 
and only in Canada did it come within two-thirds of that level. 
Indeed, the only countries where income per head was more than 
half as much as in the U.S.A. were, ranked in order, Canada, 
Sweden, Switzerland, Iceland, New Zealand, Australia, and 
Luxembourg. The United Kingdom, Belgium, and Norway came 
next, in the $900-1,000 range, followed by Denmark and France. 
In Federal Germany there had been a rapid recovery to $741, but 
an equally striking revival in Japan still left the average at only 
$252. A comparable figure for the U.S.S.R. is harder to assess, but 

may have been in the region of $600. 

The whole process of growth, commonly seen in terms of national 
units, thus had the most important international connotations. 
Among nations that had achieved high rates of growth the appre¬ 
ciable variations that were possible in rates could and did bring 
about fairly frequent and substantial changes in relative incomes 
and wealth, and hence in trading ability and requirements and in 
general economic power and influence. Over a span of no more 
than two generations they effected fundamental shifts in the inter¬ 
national economic balance ol the world. 

Nor was the international significance of economic growth de¬ 
rived only from its results. The whole process is scarcely conceiv¬ 
able except in an international context. For most of the countries 
that achieved the greatest growth the task was lightened and 
speeded because in an early and onerous phase some of the neces¬ 
sary capital could be borrowed abroad. Australia, Canada, New 
Zealand, Sweden, and the U.S.A. all benefited substantially in this 
way. Still more widespread was an early reliance on the purchase 
of essential capital equipment abroad, even if it had to be financed 
at home, and over and over again expanding exports played an 
essential part in obtaining a high increment of income from recent 
productive investment. Above all, growth depended on an inter¬ 
national exchange and diffusion of ideas and information — about 
resources and techniques and the design and operation of institu¬ 
tions. Those who were unable to share in this continuous inter- 
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change, because of ignorance or extreme poverty or phV^T 
moteness, had only a slender chance of participating 

growth.^ because ^ graduaU became 

achievement of of^eTlth and economic power 
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CHAPTER VII 


The Emergence of an International 

Economy before 1914 


Many close international relationships were of the greatest 
importance in economic affairs in the middle of the nineteenth 
century and long before. It would be unrealistic to suggest that the 
second half of the nineteenth century saw the appearance of some¬ 
thing appropriately called ‘an international economy’ which was 
entirely new. The condnuous and varied activity in internadonal 
trade, the sophisticated markets in foreign exchange and the wide 
assortment of business done by internadonal merchant bankers 
were all symptomadc of an economic life which transcended 
national boundaries as a matter of routine; and they had all 
proved capable of much expansion before 1850. Yet there was 
quite a wide difference between what seemed characterisdc then 
and what was happening in the ordinary daily course of business 
half a century later, a difference which showed itself in the scale and 
comprehensiveness of international dealings and in the extent of 
their influence upon domesdc transactions. Even though there 
was no clear break in practice to indicate a change in kind, the 
completeness of international financial arrangements and the 
pervasiveness of international considerations in all sorts of trans¬ 
actions were such as to make die world of 1900 one in which the 
merchant, the banker or the finance minister of 1850 would have 
felt out of place. 

Despite the rapid changes of the first half of the nineteenth cen¬ 
tury there were some large restrictions on the extent of economic 
inter-dependence among the nations, and though they were lessen¬ 
ing they were slow to disappear. There was the limitation imposed 
by the shortage of specialized productive power; above all, the 
preponderance of agriculture among productive acdvities, in con¬ 
ditions where most communities had a fairly high degree of self- 
sufficiency in food and where manufacture gave rise to a far 
greater proportionate amount of international trade than agri¬ 
culture did. There was the limitation that showed itself in the 
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confining ofa large part of international trade within several mainly 
distinct commercial areas or groups, defined by physical proximity 
or political association. Western and Central Europe had long 
formed one such area, Russia and the Baltic another the North 
Atlantic a third, India and the Far East a fourth. Within each of 
these areas trading accounts had usually been more or less 
balanced, leaving only relatively small settlements to be imade: by 
transfers of bullion or credit between one area and another Wit 
the expansion of trade in the later eighteenth and early nineteenth 
centuries some of the barriers between these separate areas were 
reduced, as is shown by the increase in the number of foreign 
currencies regularly quoted in such centres as Ams'erdam and 
London; but they did not quickly disappear altogether. In the 
eighteen-fifties a great part of both the imports and export, of most 
countries (even a country with so large a foreign fade as Britain) 
still followed similar channels and, though a strict bilateral balance 
may seldom have been approached, a fairly complete settlement of 
mutual obligations was often possible within a group compos g 

quite a small number of countries. , . 

The changes that characterized the atcr nineteenth century 

involved the removal of these earlier limiting ‘iflucnce^ Mos 
obvious of all was the sheer increase in the volume of international 
trade as certain key areas became more productive and more in¬ 
dustrialized, with an associated diversification of both output and 
demand. The third quarter of the nineteenth century was ptobably 
the time when international trade grew fastest of all (the imper 
fections of the data preclude complete certainty and though t 
seems likely that the rate of growth afterwards fell » ' ' 

absolute increase between 1875 and 19H «S hir g uM tha 
any previous period of similar length. As this was happening there 
took place a gradual fusion of the trading areas and groups which 
hitherto had remained a, least partly distinct. To a diminishing 
extent did the major countries, Britain in particular seekin**. of 
their imports where most of their exports were concentrated. 1 he 
area within which a multilateral settlement of international[ obh- 
gations was a routine practicality became ever wider unti it was 
normal for a great part of the world to be involved in balancing 
the international accounts of each individual country Aii the regu¬ 
lar, easy transfer of debits and credits between most parts of the 
world became commonplace, so too did other types of transfer take 
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place with greater ease and frequency. The factors of production, 
both labour and capital, moved internationally in much greater 
volume than before and often along new channels, and as they 
moved they helped to build up new specialized centres of 
productive power, with rapid repercussions on the amount and 
direction of international trade. It was this complex of associated 
changes in the movements of trade, capital and labour which gave 
to the economic life of the late nineteenth century a predominantly 
international character. The most obvious outward sign of that 
character was the completion of a set of commercial, banking, and 
monetary institutions which served and controlled international 
economic purposes, giving them priority over purely domestic 
matters. 

Such changes were not accidental or arbitrary. They did not 
spring from any determination to think and act more in inter¬ 
national terms than before. They resulted from demographic and 
economic influences that were concentrated in a small but in¬ 
creasing minority of countries. Populations grew larger and where 
the output of goods could be efficiently diversified, especially by 
industrialization, it was often helpful to be less self-sufficient. If 
diversification was not immediately possible, then it sometimes be¬ 
came advantageous for some of the extra population to migrate to 
places where it was. Where industrialization took place there were 
new products on offer, new materials in demand, rising incomes 
which created a market for a greater number of goods drawn from 
a wider variety of sources. Technical advances associated with 
those that helped to make industrialization possible rendered 
accessible vast new areas where production, at first particularly of 
food and raw materials, could be expanded cheaply. These new 
areas were in many ways the commercial complement of the in¬ 
dustrializing countries elsewhere, just as their early emptiness was 
complementary to the growing population density in other parts 
of the world. Their accessibility not only to trade but to settlement, 
from poor as well as wealthier areas, so that they were open to 
rapid economic development, was an essential feature of the 
growth of an international economy. Greater economic inter¬ 
dependence among the nations was directly associated with 
changes in the international distribution of productive power, and 
this in turn involved changes in the distribution of the factors of 
production, through international transfers as well as domestic 
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effort and reorganization. It is thus evident that the emergence of 
aninternationai economy depended on a -devartetyorCtd 
factors and that its course and its nature can be most lully 
revealed only by a closer look at the changes in these factors both 

senaratelv and in relation to each other. 

The most striking of the international transfers of productive 

resourceTwas the migration of labour. Its importance came from 
the directions which it followed rather than from its magnitude, for 
ho«h in absolute terms this was many times greater than at any 
earlier time it was still a fairly small proportion of the total natural 
increase of population in most of the countries from which the 
emigrants departed. For a country to increase us population faster 
than its neighbour was no guarantee of achieving an economic 
superiority. In the absence of complementary assets a bigg 
copulation could be a drag on economic progress and in both th 

nineteenth and twentieth centuries some large and 
populous countries have remained among the poorest. But there 
were in the nineteenth century several vast areas with a rich natural 
endowment and too small a population to make effective use of more 
than a small part of it. Most of them had a nucleus of basic equip¬ 
ment (even though they soon outgrew it) and a sufficient v s a 
Tnd adaptable society which made it possible for extra worker 
quickly to prove themselves more productive there than in most 
other places It was to such areas that the majority of migrants 

moved They thus contributed to that more com P 1 "^ ^tTuild 
some of the world’s richest productive resources and to that bu 
In^ up of new regions of unusually wealthy commerce which 

distinctively characterized the international 

other p 1 ac«.^iut K t doubt M, even inV^cases, 

thc'^depfnurc than th^foundTn their new 

that even more of the migrants came from ve y P of im( . 

were likely to derive positive relief from the d I 1 

of their increasing population. The migration of labou^was^,^^ 

aspects were fa. from uniform. Yet its economic ^Sn.ficancc « us 
deniable and it is hard to escape the conclusion that, on balance it, 
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wrought an international economic advantage in at least two ways: 
it more frequently moved workers from conditions of lower to 
higher productivity than it did the reverse, and it helped to 
concentrate a disproportionate share of economic development in 
areas where the potentialities were unusually great. 

These generalizations need the support of a rather more de¬ 
tailed account of the extent and direction of migration. Unfor¬ 
tunately, from the nature of the available data, such an account 
is bound to have serious deficiencies and to leave a wide margin 
for speculation. Statistics of migration are far from perfect and 
their comparability is difficult because of differences in classifica¬ 
tion among different countries. They are good enough to give a 
fairly clear account of the magnitude, direction and timing of gross 
migration, i.e. the total movement of people, whether temporary 
or permanent; but, because figures of the numbers of emigrants 
who returned to their old homes are very scanty, they reveal 
much less about net migration, which in the long run was of 
greater economic significance. There can be no doubt that the 
permanent transfer of labour was very much less than the figures 
of gross migration might suggest. This is indicated by the few con¬ 
tinuous statistics of net migration that were collected: in New Zea¬ 
land from 1853 to 1930 net immigration was only 22 per cent of 
gross and in Argentina from 1857 to 1926 it was only 53 per cent. 
Further confirmation comes from census material in countries both 
of emigration and immigration. The net loss by migration that can 
be calculated for some countries of emigration was much less than 
the excess of recorded departures over arrivals; and the numbers of 
foreign-bom persons enumerated in countries of immigradon 
cannot be closely matched to the numbers of immigrants arriving. 
Hut though migration statistics cannot be taken at their face value 
they still give a useful rough indication of the direction and vari¬ 
ations of a movement which, even after undergoing some fairly 
drastic arithmetical deflation, was big enough to have a strong 
economic impact. 

The greatest migrational movements were from Europe and Asia 
(especially the former) into the Americas. This is what would be 
expected since, despite the great natural resources of the Americas, 
they contained in 1850 only about one-twentieth of the world’s 
population in one-third of its land area, whereas Europe and Asia 
had about 85 per cent of its population in 40 per cent of its area 
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and were multiplying their people rapidly. The principal effect 
migration on the distribution of population was partly to offset 
thif rapid multiplication. The unevenness of distribution was pre- 
ventedfrom becoming appreciably worse but there : wastnotenough 
migration to reduce it significantly. In .930 Europe and.Asia sull 
contained about four-fifths of the world s population and in Europe 

alone the proportion was a little higher than in 1850. 

Between .820 and 1930 the recorded gross inter-continental 
migration)which must have greatly exceeded the number of perma- 
nent transfers totalled about 62 million. Most of it - not far short 
of three" uar’ters - took place in the half-century preceding the 
First World War. In the first half of the nineteenth century migra- 
tion was ifficuh and small in amount. Transport was limited, slow 
and relatively dear. Many of the areas potentially most suitable 

made millions free to move for the first time, '*^ricUonson 
the movement of Asiatic ^^"^^Vwest The continued rapid 

not avaUable because of either natural limitations or thesoc.a and 

political structure. So, in the second ha^then,—^ 
migration increased irregularly but rapidly until it » P 

between the opening of the twentieth century and the outbreak ol 

tK Most'ol^die^inter-continental migration was directed to seven 

countries the greater part of whose area liad previously been only 
countries, t • j Q ver the period from 1820 to i 9 3« the pro¬ 

portionate distribution of recorded immigrants among these coun- 
uSa. 6,-4 per cent, Canada . l- 5 per cent Argentina 

.0-1 per cent, Brazil 7 3 P« « nt >- Australia 4 5 Per cent New i 
land 2 0 per cent. South Africa 2-2 per cent. In these figures Aus 
traha and South Africa are somewhat under-represented because 
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of the deficiencies of their nineteenth-century migration statistics. 
The earlier Australian figures, for instance, have to be omitted 
from a comparison of this sort because it is impossible to exclude 
from them the movement of people between the separate Aus¬ 
tralian colonies. The detailed figures for the most active P^iod of 
migration are set out in the accompanying table. Though they 
are slightly swollen by the inclusion of international migration 
within the Americas, any exaggeration of the total is probably off¬ 
set by the omission of the minor flows of inter-continental migra¬ 
tion, to such countries as Chile, Uruguay, Tunisia, and Rhodesia. 

Gross Immigration into the Chief Receiving Countries 1861-1920 


Country 

Total 

1861-1920 

1861-70 

1871-80 1881-90 1891-1900 1901-10 

ign-20 

Total 

45.525 

3 .° 5 i 

3.709 

7.855 

5.998 

13,702 

11,410 

U.S.A. 

28,593 

2,315 

2,812 

5,247 

3,688 

8,795 

5,736 

Canada 

5 » 13 ** 

283 

220 

886 

321 

1.453 

1,975 

Argentina 

4.879 

160 

261 

841 

648 

1,764 

1,205 

798 

Rrazil 

3 . 48 i 

98 

219 

53 ‘ 

1,144 

091 

Australia 

1.823 

n.a. 

n.a. 

n.a. 

n.a. 

652 

1,171 

308 

New Zealand 

1.394 

‘95 

197 

150 

*97 

347 

South Africa 

217 

n.a. 

n.a. 

n.a. 

n.a. 

n.a. 

217 


XB.—The figures for the first four countries include immigration from each other 
and from the rest of the Americas, but this overweights them only a little in comparison 
with the remainder. 


There was some other migration on a scale big enough to have a 
substantial influence on economic development. That which most 
resembled the inter-contincntal migration was the movement of 
people into the empty spaces from other parts of the same continent 
or the same country. Even in countries overseas to which many 
European emigrants went, much of the settlement of the more 
distant interior was accomplished by the movement of those bom 
within the country, perhaps the second or third generadon of im¬ 
migrant stock, rather than by recent immigrants themselves. Com¬ 
parable movements occurred in other potentially rich areas which 
had been only thinly occupied. In Russia, though some regions 
were densely inhabited others offered scope for greatly increased 
settlement, and the area which presented this opportunity gradu¬ 
ally expanded with the acquisition of piecemeal addidons to 
Russia’s Asiatic empire. Between 1828 and 1915 4,200,000 foreign¬ 
ers settled in Russia. Two-thirds of them came from Europe, 
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mainly from 

peciaUy China, Japan Persia, and Turkey^ Qf (he settlers 

came from countries bor e ” n S d Statistically it was more 

did not penetrate far beyond b in the 

than offset by the exodus P P there was also a great ex . 

same period, mainly to ® sul ^' fi ; distance internal migration. 

=^ 7 . 9.5 

-„es, the 

rest mostly peasant settles. different. This was the 

The remaining type of m 8 ratl ° f ract to tro pical areas 

movement of 1"; ^ ^^ were being ex- 
where plantation agncultu • num ber or unwilling 

tended and the local P°P>“ tended to be 

toman the new activities. M tcn yea rs, but a minority 

only temporary for P e ” ods t P heir new countries after they had 
of the labourers stayed i anoear to have been 

completed thdr contracts an 1 5 ‘** ntancous movement in minor 
augmentedbya cemw^amoun ^ p imperfect statistical record 
trading activities. There ^ nev er approached the 

of this sort of migration. It is dewJhat it r merica> but 

scale of the great movements e h I nineteenth 

along a few channels it was very -bstanual in ^ 

and early twentieth ccnturi . Mala an d some other parts 

went from China to the Eas ’ thc arr ival of an annual 

ofSouth-east Asia. Between 1881 andj 9 « 5 ^^ d in Ac Straits 

average of about 170,000 1 neriod of twenty-one years the 

Settlements while for * * hor P ainl very defective) averaged 
records of departures ^Imo^ce^am^^ry^ ^ ^ ig> popu . 

only 40,000 a year. Wher S direction of movement. 

lation censuses sometimes gwe a due to morc (han , 

In 1922 over 8 million Ch Indies other than Java, 

million in each of Formosa, Java, j included many bom 

and Siam. Although these fi^^^^^ese areas were among 
locally of Chinese stock, they sugg l a rge number in 

the chief receivers of immigrants excep ^^ 
Formosa could be attribute ^01 S f ln dia to Malaya 

—- 
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comparable transfers of workers among some of the French tropical 
colonies, in Oceania as well as South-east Asia, and there was a 
little within tropical Africa, for instance the recruitment of workers 
in other Portuguese territories for the plantations of Guinea and 
Sao Tome. Some of the relatively small movements of contract 
labour took place over longer distances between continents. Thus 
there was some migration from both China and India to the West 
Indies and from India to South Africa. 

The sources of migration were even more dispersed than its 
destinations. There were few countries in Europe that did not pro¬ 
vide a substantial number of emigrants and many more came from 
Asia. No country ever occupied a dominant place in emigration 
comparable to that of the U.S.A. as a receiver of immigrants, 
though there were several which at different times lost an excep¬ 
tionally high proportion of their people by emigration. Ireland, the 
one country whose population was permanently and drastically 
reduced by emigration, was the outstanding example. For half a 
century after the famine of 1846 there was scarcely a year in which 
less than 1 per cent of the total population emigrated. In sixty 
years Ireland sent to the U.S.A. half as many people as it 
contained at the time of its maximum population. In the decades 
1840-49 and 1850-59 more immigrants to the U.S.A. came from 
Ireland than from any other country, and in every decade up to 
and including 1900—09 Ireland was one of the five largest sup¬ 
pliers of immigrants to the U.S.A. The next highest ratio of 
emigration to population was in Sweden and Norway, but it was 
considerably lower than in Ireland. Emigration from Sweden never 
quite reached 1 per cent of the population in any year and the 
peak proportion for Norway was ii per cent in 1882, only about 
half the Irish maximum. After the predominance of the Irish in 
the middle of the century, Germany became the biggest supplier of 
emigrants to the U.S.A. until about 1890. Then the movement 
began to come increasingly from Southern Europe. The largest 
immigrant-supplying countries to the U.S.A. were Italy in 1890-09 
and 1910-19 and Austria-Hungary in 1900-09. Altogether there 
were eight countries which each sent more than a million emi¬ 
grants to the U.S.A. between 1820 and 1930. They were, ranked 
in order according to the number of emigrants: Germany, Italy, 
Ireland, Austria-Hungary, Russia, Canada, England, and Sweden. 

For most European countries the extent of emigration to the 
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T,o A „: ve , a rough indication of the importance of emigration in 
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international trade, often out of proportion to the size of their 
population. In most of them the average level of income of the 
population as a whole was much greater than in most of the 
rest of the world, and this was one immediate reason for their 
commercial importance. Even in South Africa and Brazil, where 
average incomes were low, there was (particularly in the former) 
a large sector of the economy into which the immigration from 
overseas was fitted and in which higher incomes were obtained. 
Only if it could be shown that the labour supply and productive 
development of these countries are explicable largely in terms of 
internal influences would it be justifiable to deny an important 
economic, as well as social, role to international migration. Some 
writers have inclined towards such an interpretation of the eco¬ 
nomic development of the U.S.A. which, because of sheer numbers, 
must be a major test of the economic influence of migration. But, 
even when full allowance has been made for the high ratio of 
native to foreign born at nearly all times, for the rapid natural in¬ 
crease of population, for the vast internal movement of population 
and the great activity of native born Americans in exploiting the 
unworked resources of their own country, it seems unrealistic to 
accept this interpretation completely. The domestic market and 
the labour force of the U.S.A. would have grown a good deal 
more slowly and been less varied in the absence of immigration, 
for immigrants brought not only their own numbers but added to 
the rate of natural increase. Had there been no immigration after 
1870 the population of the country would have been perhaps 12^ 
per cent lower, and the labour force 14 per cent lower, than it 
actually was by 1920, and with fewer people much of the natural 
wealth of the country would have waited longer for effective use. 
Moreover, the bunching of immigration in waves, with each wave 
usually bigger than its predecessor, helped to give the whole eco¬ 
nomy a powerful push forward from time to time. In the other 
principal receiving countries the influence of immigration was 
relatively even stronger. Their populations were much smaller 
before the great migrations towards the end of the nineteenth 
century. From this time onward the proportion of foreign born in 
their population was often higher than in the U.S.A. Immigration 
had a greater effect on the size of their labour force and home 
market and therefore on their supply of worthwhile trading and 
investment opportunities. 
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because much else was involved; in particular, because, for the 
most part, workers moved to places where far more of other 
resources was at their disposal than they had had at home. The 
contrast between the abundance of good land in all the principal 
countries of immigration and its greater scarcity in most of the 
countries of emigration obviously had much to do with the in¬ 
crease in agricultural output and earnings which migrants could 
achieve. But even in agriculture the difference usually depended 
also on a greater supply of capital per head in the countries of 
immigration; and when it was manufacture, construction and 
mining, rather than agriculture, that absorbed more and more 
of the immigrants in increasingly productive employment the 
significance of this factor was all the more evident. 

The accumulation and mobility of capital affected the develop¬ 
ment of the international economy differently from the accumula¬ 
tion and mobility of labour. A straightforward increase in capital 
formation, at more than the rate generally prevailing in the world, 
almost invariably strengthened the country in which it was 
achieved and enabled it to expand its trade and play a larger part 
in international economic affairs. An unusually rapid accumula¬ 
tion of population did not necessarily have any such effect. A 
country which proved capable of rapidly increasing its stock of 
capital but was, for the time being, relatively short of labour was 
a strong attraction to workers from abroad, and the international 
mobility of labour could readily help it to achieve and maintain a 
more productive balance among its economic resources. But a 
country in which a rapid increase of population was outrunning 
the supply of capital and other resources had little hope of 
redressing the balance by attracting capital from abroad. Foreign 
investors were much more likely to be repelled by its low produc¬ 
tivity than allured by the possibility of more fully employing the 
abundant but under-utilized human resources. The most signifi¬ 
cant feature of the international mobility of the factors of pro¬ 
duction was that both labour and capital tended to flow to areas 
where they might be expected to become more productive. This 
meant that workers moved to countries where capital was already 
abundant or could most readily be augmented either from domestic 
savings or foreign investment and that their choice among such 
countries w as guided by a rational preference for those that were 
still fairly lightly populated. On the whole, international capital 
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moved to areas with similar economic characteristics but was oer- 
tainly without any preference for those that were still fairly lightly 

international investment. International economic conditions were 
moulded by the same influences as underlay the emergence 
sustained rlpid growth of national income m numb,^r of 

countries which most others were unable to emulate. 1 he decisi 
investment influence on the world s economic growth and on its 
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the international mobility of capital. 

Although some international movement of capital had gone on 
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for a long time within Western Europe and between European 
countries and their colonies, it had been on a small scale. After 1815 
British investors gradually began to make more purchases of foreign 
securities, but even then the British stock of foreign investments was 
being built up only slowly and not much foreign investment 
was being undertaken elsewhere. The main period of capital export 
was the fifty or sixty years preceding the First World War. The 
chief sources of capital were the United Kingdom, France, and Ger¬ 
many, though, relatively to their small size, there were appreciable 
sums from Belgium and the Netherlands. From about 1890 the 
U.S.A. also exported capital, though the sums involved were much 
less than the value of investments in the U.S.A. that were owned 
by foreigners. The United Kingdom was much the largest exporter 
of capital. In 1914 probably somewhere around half of the inter¬ 
national investments belonged to the British and for much of the 
nineteenth century the proportion must have been a good deal 
higher. British investment abroad went on somewhat irregularly. 
In the first half of the nineteenth century the accumulated total was 
gradually pushed up to a little over £200 million. In the third 
quarter much more was done and the accumulated total was oyer 
£1,000 million at its end. This was followed by a very quiet period 
for foreign investment in the later ’seventies, a rapid revival in the 
’eighties, and lower investment again in the ’nineties. At the end of 
the nineteenth century British foreign investments stood at about 
£2,400 million and a remarkable burst of activity in the years just 
preceding the First World War took them to £4,000 million by 
1914. Foreign investment by the French became significant in the 
eighteen-fifties and early ’sixties and, though it slackened for a 
time thereafter, it had reached about 15 milliard francs (£ 595 , 
million) by 1880. A subsequent strong though irregular revival, 
with particularly heavy investment early in the twentieth century, 
brought about a threefold increase in the accumulated total be¬ 
tween 1880 and 1914. German foreign investment developed much 
more slowly until the eighteen-eighties, partly because interest 
rates within Germany were permanently higher than in the United 
Kingdom and France, partly because of the later and more sudden 
economic expansion of Germany itself. In 1883 the accumulated 
total was only about 5 milliard marks (£245 million) but in the next 
ten years it more than doubled and by 1914 had reached 25 milliard 
marks (£1,223 million). The beginning of foreign investment by 
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tt o a in the preceding quarter of a century had accumulated 
^osfill of about $a ,^million (£534 million) by the end of 
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their own empires overseas, but tills was only a small proportion 
of their foreign investment. Outside Europe their investors, like 
those of Britain, had been attracted most by the regions of white 
settlement. In 1914 17 per cent of German foreign investment was 
in the U.S.A. and another 17 per cent in Latin America, to which 
there had also been a large flow of French capital since 1900. The 
early capital exports of the U.S.A. also went mainly to other, later- 
developing American countries. In 1914 roughly 40 per cent of the 
total was in Mexico and nearly 30 per cent in Canada. 

A high proportion of the export ot capital was made through the 
purchase of foreign government securities. Some of the proceeds 
were used by the borrowers for their own fiscal purposes, which 
might have no element of genuine investment. But the govern¬ 
ments often applied them immediately to productive enterprises 
and much that was initially applied in other ways gave an indirect 
stimulus to developmental expenditure. I11 addition, even before 
1850, some British foreign investment had been made by setting up 
or taking shares in private transport, mining or manufacturing 
concerns. After 1870 British investors turned increasingly to this 
kind of activity and were less attracted than before by government 
securities. From this time until 1914 the greatest object of capital 
exports came to be the provision of railways in newly developing 
areas. In 1914 40 per cent of British investments abroad were 
in railway companies, 30 per cent in government and municipal 
loans (and some of these had been partly devoted to railway fin¬ 
ance), 10 per cent in raw material production, chiefly mining, 8 
per cent in banks and finance companies, and 5 per cent in public 
utility undertakings other than railways. 

The main direct effects of the international investment can read¬ 
ily be discerned. In the first place, it did a little to provide basic 
items of capital equipment, such as railways, and some up-to-date 
industrial enterprise in a number of European countries in the early 
stages of their industrialization. What these countries obtained 
by the import of capital was usually very small in proportion 
to what they provided out of their own savings, though Russian 
economic progress depended on an unusually large amount of 
borrowing from abroad. But in most European countries foreign 
capital probably had rather more importance from the originality 
and priority of what it did than from its magnitude. The provision 
of early railways with the aid of foreign capital and enterprise when 
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extensive railway system by no means limited to giving access to 
British-owned undertakings. This investment was not sufficient to 
set the whole Indian economy on the way to continued rapid 
expansion, partly because it was spread over so huge a population, 
partly because it slackened after the mid-eighties, above all 
because, unlike almost all the other chief capital-importing areas, 
India was not in a condition where it was practicable to accom¬ 
pany capital imports with greatly increased domestic savings. But 
at least the British investment was enough to raise India s 
commercial capacity, as both exporter and importer, quite 

substantially. . .._. 

India was, in fact, exceptional in its experience of international 

investment, which for the most part was directed towards areas 
which had other prominent assets to encourage them, including a 
capacity to help themselves with their own investments. Other 
undeveloped areas usually remained in a position where it was very 
difficult for them to obtain extra capital at all. International in¬ 
vestment thus tended to reinforce the other factors which helped to 
concentrate the world's productive power and commercial influ¬ 
ence in a small number of countries. But, by seeking out, more or 
less at the same time, the areas of natural wealth and adaptable 
institutions to which migrants were also moving, it ensured that the 
dominant points of the international economy were geographically 
more widespread and that wealth and commercial influence were 
extended beyond those countries that had raised themselves up by 

industrialization. # 

One other important consequence of international mvestmen 

was the increase which it provided in the foreign earnings of the 

leading countries, especially Britain. Throughout the nincteent 

century Britain had in most years an adverse balance of merchan¬ 
dise trade, but it was not until about 1870 that dividends and interest 
on foreign investments became the major item among the ‘invisible 
exports which for a long time had turned this into a regular (thoug 
sometimes small) surplus on the balance of payments as a whole. 
Thereafter this growing item, which in the years just before the 
First World War was supplying more than 20 per cent of Britain s 
total income from abroad, ensured that, whatever the vicissitudes 
of trade, Britain was certain to have a substantial surplus on 
current international account. Sterling was therefore a currency o 
unquestionable strength and, because that strength was derived 
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the century the situation changed in various ways that were favour- 
able to the international use of sterling. The English bankingsystem 
grew so rapidly that it mobilized more funds than could profitably 
be lent out at home, so that a bigger surplus was available to 
be employed, through the bill-brokers, m the finance of inter¬ 
national trade: Britain’s own foreign trade and long-term foreign 
lending grew faster than before, with the result that it was easie 
for other countries to obtain sterling than it had been ewer for 
them to pay for British financial services as well as goods. Sterling 
itself became a more reliable currency after the aghtecn^utties. 
Earlier it had been subject to some senous crises and there naa 
been times when the Bank of England had had to seek temporary 
assistance abroad. But, partly because of improved banking 
practices and partly because of Britain’s greatly increased exports, 
these weaknesses were overcome. While London grew stronger, 
some other centres failed to keep up with it. In particular, its great¬ 
est rival, Paris, was seriously and permanently damaged as an 
international financial centre by the Franco-Prussian War. For the 
rest of the century the conditions which by 1870 were bringing 
about the international pre-eminence of the London money 
market became all the stronger. The safety and expertise of the firms 
making up the market grew with experience. The further increase 
of Britain’s earnings abroad added still more to the security o 
sterling, which was more readily available than ever as the destina¬ 
tions of British payments, both in return for imports and in the 
making of long-term investments, became more widely dispersed 
and less closely tied to the destinations of British exports. Sterling 
thus had the supreme merit for international trading purposes that, 
while it had the high degree of security originating in the regular 
earning of a large international surplus, it was not constantly re¬ 
verting to the exporters of the home country. The surplus, in effect, 
always went back into an international pool, and sound businesses 
all over the world could at all times earn or borrow as much 


sterling as they needed. . . . 

The ability of the London money market to exercise its decisive 

influence on the finance of international trade depended not only 

on its own virtues and those of sterling, but on the preference ot 

governments and businesses in many parts of the world lor 

the exercise of those particular virtues, rather than any of ^e 

various alternatives (including vices) that were conceivable. In 
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Empire in 1873 and virtually completed in 1897 when Russia 
went over to gold. In effect the world then had somethmg very 
near to an international currency, divided up in different p 

portions in different countries. ^ r 

Such a provision might appear to make the maintenanceof ex 

change stability almost automatic. In practice it was not so simple 
as that. Without the development of an elaborate -sntutjona 
framework and a firm adherence to certain lines of policy «iere 
could be no assurance that it would not be necessary to alter the 
gold content and exchange value of particular currencies from 
time.to time. One requirement for stability was that any country 
that lost foreign exchange or gold, or whose exchange rate was 
falling towards the point at which it would become cheaper to 
make payments abroad in gold than in currency, should contract 
credit, and vice versa. But this by itself could not necessarily restore 
equilibrium to a country’s external financial position. It could o y 
be effective in a community where business was sufficient y 
pendent on bank credit to be restricted or encouraged by changes 
in the cost of borrowing. Even then, monetary policy would not 
be fully effective unless commodity markets were also highly organ¬ 
ized. It was necessary that commodity prices should vary quickly 
as the conditions of demand and supply changed and that pro¬ 
ducers and merchants should vary their commitments m accor¬ 
dance with changes in the price of commodities as well as credit. 
If these things did not happen, if prices were sticky or merchants 
and producers ignored their trend when placing new orders, t e 
intentions of credit policy would be frustrated. A demand tor 
imports and therefore an outflow of currency, for instance, might 
be maintained for an appreciable time after a tightening of credi 

which had been intended to stop it. 

In the forty years preceding the First World War, the years o 
the partial or complete international gold standard, these favour¬ 
able conditions for the maintenance of equilibrium were presen 
over a wide area and to a high degree. All the countries with a 
large foreign commerce developed some kind of integrated bank¬ 
ing system, though its internal connexions and the directness ol its 
influence on business varied from one country to another, liie 
diffusion of market information to every part of the world that was 
commercially concerned became very rapid and complete, thanks 
especially to the telegraph and cable. Moreover, for many ot the 
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reliably it can be put at £2,700 million or £2,800 millionin the late 
’seventies. In the last quinquennium of the nineteenth century it 
was averaging about £3,800 million, a figure that would have been 
some £200 million higher if prices had been the same as they were 
twenty years earlier. By 1913, when the price level was fairly close 
to what it had been in the mid-seventies, international trade had 

increased to a little over £8,000 million. 

Within the long-sustained general expansion there were various 
important changes and irregularities. One of these was in the 
growth of trade in different classes of goods. Though the data are 
defective it is highly probable that during the third quarter of the 
nineteenth century, because of the continued growth of population 
in countries that were devoting more and more of their resources 
to industry, trade in foodstuffs came to be a bigger proportion ot 
the total. This, in turn, helped to ensure that, despite the growing 
exchange of manufactured goods as these became more varied, 
trade in primary products was persistently much larger than that 
in manufactures. After about 1880 it seems unlikely that the lead¬ 
ing industrial countries became relatively much more dependent 
on imported foodstuffs though, of course, as these countries grew 
in size their food imports increased absolutely. In so far as there was 
any further switch from home production of food to imports, its 
effect on the commodity structure of international trade was 
counterbalanced by the growing demand of the wealthier indus¬ 
trial countries for some of each other’s manufactures. By the later 
’seventies international trade in primary produce was about 70 per 
cent higher than that in manufactures and over the long period the 
proportion fluctuated around this level. Some of the fluctuations 
were, however, quite wide. The growth of international trade as a 
whole was by no means regular. In the third quarter of the nine- 
teenth century expansion was apparently faster than at any su se 
quent time, and within this quarter it seems likely that the early 
’fifties and the early ’seventies were years of particularly rapid 
growth. Thereafter the most striking variation was a falling off in 
the rate of growth of trade, with a minimum in the ’nineties, 
followed by a renewed acceleration. These variations were largely 
concentrated in trade in manufactures. Indeed, from the mid¬ 
eighties until the outbreak of the First World War the rate of in¬ 
crease of international trade in primary produce was, m terms ot 
volume, astonishingly steady, at about 17 per cent per qumquen- 
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which reacted on the course of trade. Thus in the eighteen-seven- 
ties the large investment in mdustnal countries enabled them to 
import more of both manufactures and primary goods and the 
buoyant market for the latter enabled primary producers to go on 
into the ’eighties expanding their imports of manufactures. But 
when primary producers found their incomes affected by an 
adverse movement of the terms of trade, without any offsetting 
acceleration in the growth of their export volume, they could no 
longer afford to increase their imports of manufactures so fast. I he 
effects of this were probably being enhanced in the early nineties 
by some slackening of industrial investment as well as by one or 
two sharp tariff wars, both of which may have retarded the growth 
of exchange among industrial countries. The deceleration in the 
growth of international trade was reversed at the end of the cen¬ 
tury by more active investment and business in industrial countries. 
Within a few years primary producers found themselves getting 
better prices and receiving bigger investments. Both contributions 
helped them to purchase more manufactured goods, so that there 
was a stimulus to international trade which was sustained almost 

until the outbreak of the First World War. 

Although the long-term increases in the sales of both manu¬ 
factures and primary goods were very similar, there were con¬ 
siderable changes in the direction of trade and the way it was 
shared among different countries. The dominant influence was that 
of the larger countries which had become highly industrialized 
by the end of the nineteenth century. Naturally, as new areas ol 
supply were opened and the most advanced productive techniques 
became more widely diffused, the commercial pre-eminence 
of these few countries became a little less marked, but it dimin¬ 
ished only slowly. In the first half of the eighteen-eighties 50 
per cent of the world’s visible international trade was done by 
France, Germany, the United Kingdom, and the U.S.A. Twenty 
years later their share had fallen to 46 per cent and m the years 
1911 —13 it averaged 44 per cent. The reduction had come entirely 
in the share of France and the United Kingdom, and for Germany 
the trend had been slightly in the opposite direction. But the 
United Kingdom, with 14 per cent of the w'orld total in 1911-13, 
still had a bigger foreign trade than any other country, though its 

share had been 19 per cent in 1881-85. 

The continued leadership of the United Kingdom as a trading 
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acceptable currency and credit were readily available all over 
the world and debts incurred in one area could be cancelled by 
credits earned anywhere else. In this way the effects of inter¬ 
national trade, which generally brought economic benefit to those 
who participated in it, were more varied and more widely diffused 
than they could otherwise have been; and the expansion of world 
production was made easier and more orderly by the diversion of 
some of the frictions and rivalries, which it potentially involved, 
into safer channels. Newly industrialized areas were freed from 
any pressure to concentrate their exports in the regions from which 
they sought more food and raw materials and thereby to come into 
acute competition with the United Kingdom where its trade was 
strongest. They were able instead to build up their exports in 
other areas and to pay for their increased imports with funds of 
which a large part came, directly or indirectly, from the United 
Kingdom itself, by the way of the import surplus which it had 
with most other countries - a surplus which trebled in amount in 
the last forty years of the nineteenth century. It was the combina¬ 
tion of immense productive and commercial expansion with the 
binding of the whole world into something very close to an eco¬ 
nomic unit, by means of a network of commercial and financial 
transactions, that was outstandingly characteristic of the late nine¬ 
teenth century. And the two elements in this combination were 
not fortuitously associated. Each was a necessary condition for the 
full development of the other. 

The existence of such a state of affairs is perhaps the strongest 
reason for suggesting that before the end of the nineteenth century 
it had become appropriate to speak of an ‘international economy 
with much less hesitation and qualification than would have been 
necessary in the early part of the century. If such a phrase is to 
have any significance it would also seem necessary that the inter¬ 
national economy should show some signs of having acquired a 
common history of its own; and, in fact, such signs do appear to 
have become increasingly numerous in the late nineteenth century. 
The international economy did not begin to move consistently as a 
whole, with each of its constituents sharing the same economic 
experience as the rest and varying its activity in step with all the 
others. There were times when countries with many economic links 
found their fortunes quite at variance. But, on the whole, economic 
influences in any commercially active part of the world spread 
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countries with appreciable foreign trade found prices rising be¬ 
tween 1850 and the mid-’sixties. In the U.S.A., where prices had 
been particularly affected by currency inflation during the Civil 
War, they began a prolonged fall at that point. In most other 
countries the fall was temporary and prices rose still higher in the 
early ’seventies. Thereafter falling prices were almost .universal 
until the late ’nineties, after which came a period of rising prices 
which lasted until 1920. Common movements of prices were ac¬ 
companied by a good deal of similarity, though not uniformity, in 
the course of interest rates, and there were many suggestions that 
the same was true of profits - that they rose generally or, at least, 
were more easily obtained whenever and wherever there was a 
sustained rise in prices, and vice versa — but on this there is no 
conclusive evidence. What seems more certain is that similar price 
movements had similar effects on business psychology. Where there 
was much industry or trade, business was generally thought to be in 
a favourable condition for most of the third quarter of the nine¬ 
teenth century, though with some sharp setbacks which differed 
from one country to another, and with rather more gloom for much 
of the ’sixties. The early 'seventies saw a very widespread boom but 
all the wealthier countries experienced a break in these conditions 
at some time varying from 1873 to 1875. After this, during the 
prolonged price fall, there were mounting complaints of depression 
in industry and trade, and by the ’eighties one government after 
another was instituting enquiries as to what had gone wrong — en¬ 
quiries which produced the most varied and often unconvincing 
explanations. Not until near the end of the century, when prices 
were rising again was the widespread belief that there was general 
depression shaken off. On the whole the twentieth-century years 
before 1914 enjoyed with contemporaries a reputation for fairly 
good business. If there were ills in one place they could be attri¬ 
buted to the successes of competitors rather than to a general 
blight which hung over all. 

The main additional support for this highly subjective, though 
widely held, version of the general course of the world’s business 
is to be found in some of the irregularities already noted in the his¬ 
tory of international trade, especially internadonal trade in manu¬ 
factures. Although this was growing almost continuously, its rate 
of growth was faster (in terms of volume and not merely of value) 
in times of rising than in times of falling prices. In particular, its 
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rapid in the later eighteen-eighties when the growth of inter¬ 
national trade was decelerating, and after a few years of slightly 
slower growth it was again accelerating in the later nineties while 
international trade, especially that in manufactured goods, was 
still growing at very little above its minimum rate. The years from 
1891 to 1905, in fact, saw the fastest growth of all in the world s 
manufactures but only the last five years of this period experienced 
a rapid expansion of international trade. Doubtless this divergence 
was due in part to the recent emergence of the U.S.A., which sold 
an unusually high proportion of its manufactures on the home 
market, as the biggest manufacturing nation: in the later ’nineties 
its output of manufactures was more than 50 per cent greater than 
the United Kingdom’s, whereas in the early ’eighties the two had 
been about equal. From 1906 to 1914, though world trade and 
manufacturing both continued to grow fast, there was some falling- 
off in the growth rates and this was much more marked for manu¬ 
facturing than for international trade. . 

Other discrepancies can be found in the experience of individual 
countries. During the last quarter of the nineteenth century, which 
was relatively poor for international trade and heard so much talk 
of depression, most industrial or industrializing countries enjoyed 
lengthy spells when their output and income rose unusually fast. 
Few of them grew so much in the more vigorous trading years just 
before the First World War. Yet the precise timing of their periods 
of great expansion varied a good deal from one to another. Some¬ 
times the difference may in part have been directly caused by inter¬ 
national dealings, as when large international transfers of capital 
and labour offered an immediate stimulus to the recipient country 
and perhaps only a delayed benefit to the sender. The economic 
growth of Canada and the U.S.A. in the first decade of the twen¬ 
tieth century r , when the growth of many European countries showed 
no such spurt forward and was in some cases severely retarded, 
probably owed something to an influence of this kind. But many 
of the differences must have had a much more complex origin. 
Countries on either side of the Atlantic sometimes made their major 
economic advances in antiphase, but not always. So it was, too, for 
agricultural and industrial countries. Even the economic progress 
of near neighbours showed similar characteristics. France and 
Germany both progressed rapidly in the eighteen-eighties, but 
in the ’seventies Germany was advancing much faster than 
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previously neglected productive resources. Far more of them be¬ 
came accessible for the first time than had ever become newly 
available in so short a period before. Rapid settlement and heavy 
investment soon put much of the best of them to effective use, with 
an influence on supply that spread throughout the world. It was 
the development of the regions of white settlement, the U.b.A. 
above all, and their immediate linking with the whole international 
trading system, that was the chief means whereby this transforma¬ 
tion was accomplished. The increase of investment and foreign 
trade in India added significandy to it. The opening to trade of 
some newly acquired colonial territories added a little more, 
though from this source the gain was usually small and sometimes 
indirect; some of these territories, in fact, required more external 
resources for their running than they themselves made available 
for trade. But altogether the expansion of the world’s productive 
area was on a scale impossible at any earlier or later period. It was 
assisted by favourable political conditions, especially after 1870. 
Despite diplomatic rivalries that were often tense, there was 
between 1871 and 1914 neither war nor subversion on a scale big 
enough to hinder the growth of production and trade to any signi¬ 
ficant degree; and new political barriers to international trade, 
though often irritating, were not generally high enough to cause 
great difficulty. Governments paid more attention than before to 
meeting the needs of business, not just by assisting in the search for 
new markets but more fundamentally by modernizing the frame¬ 
work of law and administration within which business must oper¬ 
ate and by increasing the flow of commercial information. Most 
influential of all in the administrative and institutional field was 
the fact that bankers, and to a considerable extent politicians also, 
in all the chief trading countries shared a common belief that 
international stability was to be sought before all else in economic 
affairs, and were prepared to act in accordance with their belief 
even in the face of difficulty. 

The intensive development of production by the application of 
a wider-ranging scientific technology, its extensive development by 
newly exploiting the resources of vast and richly endowed areas 
of the world, the spread of the fruits of development through a 
world-wide, multilateral system of trade and payments, operating 
in conditions of economic and political stability — these were the 
fundamentals of the late nineteenth century economy, giving unity 
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International Economic Relations igi4- I 933 

Just how sharp a division 1914 brought in international economic 
affairs became apparent only in fairly long retrospect. To con- 
temporaries there appeared to be a sequence of upheavals, arising 
mainly from non-economic causes, and some of these disturbances 
were so deep and prolonged that they left behind permanent 
changes in important but limited sections of economic life. The 
immediate upheavals were countered by whatever improvisations 
were readily practicable and some account was taken of their 
legacy of more permanent change when modifications were made 
in the regular practices and institutions of economic life. But an 
inescapable preoccupation with these matters distracted attention 
from the deeper economic changes that were beginning to appear 
before 1914 and became gradually more pervasive. The need for 
adjustment to these changes was inadequately met and became ever 
more serious. There was thus a continual, though submerged, con¬ 
flict between the organization of international economic affairs and 
the conditions in which it had to operate. 

Because of this conflict, more than anything else, international 
economic history for at least thirty years after 1914 was much less 
coherent than before. It cannot realistically be presented as any¬ 
thing like an orderly evolution along lines generally recognized 
and encouraged throughout the commercial world. It appears 
rather as a scries of short phases marked out by alternations of 
partial breakdown and repair, with the repairs proving always so 
impermanent that eventually it became obvious that patching was 
not good enough and only reconstruction would do. The first 
phase was one of increasing dislocation, with some permanent 
losses, during the First World War and its immediate aftermath. 
This was followed by a period in which great efforts were made to 
remove the recent dislocations and restore the international 
economic system as nearly as possible to its pre-1914 condition. 
From 1925 to 1931 the restored system can be seen at work, at 
first with apparent success but from 1929 under increasing strain 
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which led to virtual collapse in 1931. For two more years there 

were attempts to prop up the ruin, but they faded and .933 
marked the end, for the time being, of a fully organized inter¬ 
national economic system. After this there was a brief era, which 
obviously could not last, when, despite the maintenance of inte - 
national trade and payments as an integral part of economic life, 
only truncated media of international economic co-operation were 
in use. International considerations were almost completely subor¬ 
dinated to national financial and recovery policies in this period. 
It was brought to an end by the Second World War, which d 
sufficient destruction to leave the way clear for an effort to rebuild 
an international economic system on rather different lines fro 

before and to bring it gradually into use. t 

The first inroads into the smoothness of the prc-1914 system 
could scarcely have been expected to foreshadow so long and 
troubled a sequence. They began as minor repercussion 
finance and trade. Some capital tied up in international trade and 
foreign enterprises became, temporarily at least, irrecoverable, .md 
some of the most useful channels of short-term investment were 
closed or made unattractive by commercial unccrlainty. 1 he in 
ternational gold standard was abandoned, an in crna been. 

cialdealingsbecame a less stabilizing influence an effect 
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to change some of its channels and to draw part of ns finance from 
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main need seemed to be to find new markets an sou , ... 

to replace those in enemy hands. But soon the 
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for export was little more than half what it had been » *9« 3 . At 
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to primary producing areas in order to develop unused real 

219 



A Short History of the International Economy 

resources, and instead was from the U.S.A. to Europe and front 
the U.K. to its Continental allies in order to finance the work of 

destruction. . . . . 

So what had seemed in 1914 to be a situation m which business 

could continue as usual with some rather difficult but still relatively 
minor changes had become vastly more intricate and serious by the 
end of the war. The chief European powers had suspended some 
of their previous economic activities, temporarily as they thought. 
But that suspension had encouraged permanent changes elsewhere. 
When the customers of the belligerents could no longer obtain the 
goods which they were in the habit of importing, they tried to pro¬ 
duce them for themselves or to obtain them from countries which 
were expanding their output of civilian goods, as Japan was. Some 
of the markets to which European countries expected to return had 
been firmly occupied by others. Moreover, the power of Europe to 
resume normal economic activities was somewhat impaired. The 
physical destruction of war was one cause of this though, outside 
Russia, probably not of major importance. The physical capacity 
of the world to produce had not been greatly reduced, though in 
the battle areas of France and Belgium, where some important in¬ 
dustrial assets were located, the task of reconstruction lasted four 
years, and the yield of agricultural land in various parts of Europe 
suffered because it had gone short of fertilizers for two or three 

years. _ 

More serious was a breakdown of economic organization, which 
showed itself in the haphazard working of the transport service in 
Central Europe and, above all, in the existence of financial chaos 
in many countries. The origin of this last phenomenon was the 
huge budget deficits which formed part of war finance. Among the 
chief effects of the resultant inflation was the destruction of the 
value of monetary savings, so that the revival of investment, which 
was necessary for recovery, was greatly impeded. Inflation also 
brought a great element of uncertainty into business deals. For the 
re-establishment of commercial relationships short-term credit was 
essential, but there were some currencies in terms of which no one 
knew how much a debt would be worth in a few months when it 
would be due for repayment. Business therefore became increas¬ 
ingly speculative and economic recovery was retarded, because it 
was difficult to borrow capital in order to revive production, and 
it was difficult to achieve a balanced budget and stabilize the cur- 
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consciousness to assert, not least by measures of protective eco¬ 
nomic policy, was an obstacle to the speedy revival of commerce. 

Equally serious was the decision to exact large sums as repara¬ 
tions from the defeated powers. This was taken without considera¬ 
tion of the effect it would have on world economy, by causmg 
international capital movements that had no relation to current 
commercial transactions or to opportunities of profitable investment 
and by reducing the ability of Central Europe to participate m 
ordinar) r international trade. In the disturbed economic condition 
of Europe it was particularly unfortunate that the amount de¬ 
manded was left unspecified, though with indications that it would 
be huge, for two years after the signing of peace treaties. The rela¬ 
tively small amount demanded from Bulgaria and the method of 
its payment were defined in the Treaty of Neuilly, and large deli¬ 
veries in kind by Germany were specified in the Treaty of Ver¬ 
sailles, but all other sums were left to be fixed by a reparations 
commission by i May 1921, though provisional payments were to 
be made before then: Germany in this interim period was to pay 
20 milliard gold marks (about £ 1,000 million) and to give bonds 
or a promise to issue bonds for a further 80 milliard gold marks. 

The reparation question was an important element in the back¬ 
ground of European economic affairs just after the war, when the 
major problems were those of transfer from a war to a peace econ¬ 
omy and the restoration of a sound financial system. Western 
Europe had not become nearly so disorganized economically as 
Eastern and Central Europe, and though inflation occurred, it did 
not become unmanageable. For a year after the spring of 1919* 
Western Europe seemed to be well on the way to recovery, as it 
shared with the U.S.A. in a strong boom, while stocks of goods, 
which had run down during the war, were replenished and arrears 
of maintenance made good. But in the later part of 1920 and 
throughout 1921 a severe depression ensued which delayed the 
restoration of Europe’s full productive power and which was partly 
due to the inability of Central and Eastern Europe to take much 
part in international trade. Political changes and economic collapse 
had for.the time being taken Russia almost completely out of inter¬ 
national economic affairs and this disrupted many important com¬ 
mercial and financial connexions. In Central Europe financial 
chaos and productive stagnation persisted, and governments, too 
insecure to risk offending vested interests and perhaps a little 
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inhibited by the belief that any fruits of recovery were likely to be 
swallowed up in reparations, faded to take vigorous action 

‘Thorns commission announced its decisions on 30 Apn, 
.921. The total amount demanded was i 3 > milliard gold marks 
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rentenmark at the rate of i for every i ,000 milliard of the old 

This financial collapse was due primarily to the continued re¬ 
fusal of the German government to make any approach towards a 
balanced budget and not to the demand for reparation payments, 
though this, of course, affected what was politically possible, and 
helped both to destroy confidence and to increase the strain on 
foreign exchange. But the collapse of the mark made it necessary 
to reconsider the whole reparations question. However unfortunate 
had been the attempts to exact reparation payments, it was for the 
time being impracticable to abandon them, because the allied 
powers needed the receipts from this source in order to discharge 
the inter-governmental debts arising from the war and its after- 
math. As a result of loans to finance the conduct of the war, the 
post-war sale in Europe of American surplus war stores on credit, 
the continuance of American ‘Liberty Loans’ for reconstrucdon up 
to 1921, and the grant of relief supplies on credit, all the allies 
were in debt to the government of the U.S.A., and all except the 
U.S.A. were in debt to the British government. The latter had lent 
to its allies about twice as much as it had borrowed from the 
U.S.A., but nevertheless pressed unsuccessfully at the peace con¬ 
ference in 1919 for a cancellation of all war debts. American policy 
was to regard these loans as business transactions and to demand 
repayment, though no payments were made before 1922. In the 
Balfour Note of 1 August 1922, the Bridsh government made a 
new effort to dispose of the question by declaring that it would 
demand from its debtors no more than it was itself required to 
pay to the U.S.A. But this policy merely aroused hosdle criticism 
in the U.S.A. and induced no co-operation by the American 
government, which was pressing for the funding of all war debts 
owing to it. During 1923, agreements were signed which settled 
the terms on which the debts of the U.K. and a number of smaller 
powers to the U.S.A. were to be repaid, and regular payments by 
these signatories began. No settlement had then been made of any 
of the debts owing to the U.K. or of those owed by the other major 
debtors, including France and Italy, to the U.S.A., but it was clear 
that large regular transfers of money on this account were not 

likely to be avoided much longer. 

The American government consistently refused to admit that 
there was any connexion between war debts and reparations, but 
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Sweden was the first of a series of countries to return to the gold 
standard. In 1925, there came a major sign of a return to a more 
stable financial situation when sterling went back to the gold 
standard at the pre-war parity in relation to the dollar. 

Much was also done in 1925 to setde the question of inter-allied 
debts. Funding agreements in respect of their debts to the U.S.A. 
were signed by Belgium, Czechoslovakia, and Italy during the 
year, and negotiations for similar agreements by Yugoslavia and 
France were begun, though not completed until 1926. A beginning 
was made with funding agreements for the debts owed to the U.K., 
though the major agreements, those with France and Italy, were 
not signed until 1926, and some others not until 1927. With the 
U.S.S.R., neither the U.S.A. nor the U.K. was able to make a 
settlement. 

The introduction of a set of large and arbitrary additions to nor¬ 
mal international payments was not a fruit of economic common 
sense, nor was the wide variation among the terms granted to differ¬ 
ent debtors a contribution to political justice. But the settlements 
did show some recognition of practical needs. Some attention was 
given to the debtors’ capacity to pay. The capital sum to be repaid 
was reduced in every case, usually by a large amount; the annual 
payments were kept down by spreading the discharge of the debts 
over sixty-two years; and provision was made for remissions (vary¬ 
ing greatly from one agreement to another) of a considerable part 
of the standard annual payments during the first few years that the 
settlement was 111 operation. The U.K., in spite of receiving from 
the U.S.A. much more onerous terms than any other debtor, eased 
the situation by making greater concessions to her own debtors 
than a strict interpretation of the Balfour Note would have re- 1 
quired. For the year 1927-28 the U.K. was paying £33 million to 
t He U.S.A. while receiving only £25 million in respect of war debts 
and reparations combined. When the maximum level of payments 
was reached in 1933, the U.K. expected to be receiving about £33 
million and paying £38 million a year. It would undoubtedly have 
made international dealings easier if both war debts and repara¬ 
tions had been abolished, so that international payments might 
be regulated by contemporary needs and conditions. But the debt 
settlements were at least not quite so bad as the previous uncer¬ 
tainty. I he financial commitments which they involved were 
known in advance and provision could be made accordingly, even 
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if it involved economic strain; and the acceptance of settlements cf 
a vexed quesdon lessened for a few years one pardcular piece of 
political irritadon. A general reduction of tension in international 
politics was a useful aid to the revival of economic activity, and the 
signing in 1925 of the Treaty of Locarno, which gave to Western 
Europe a new system of security, helped to create conditions in 
which the world could go about its business with greater confi¬ 
dence. 

In 1925 it seemed that the world could at last restore the eco¬ 
nomic organization and resume the smooth progress which it had 
abandoned in 1914. For Europe in particular this year witnessed a 
marked change in economic affairs. Since the beginning of the war 
the less industrialized continents had been steadily increasing their 
share in the world’s production. In each of them output had risen 
by at least 20 per cent, whereas in Europe it had declined. But in 
1925 European output was for the first time as great as it had been 
in 1913. Rapid expansion continued; the European output of 
crude products rose by an annual average of 4 5 per cent up to 1929 
- nearly twice as fast as output in the rest of the world - and by 
1929 the relative European share in world production was as great 

as before the war. 

The revival of production took place in a setting of closely woven 
international relationships which, superficially at least, resembled 
those of the late nineteenth century. International trade, which 
had been stagnant, again began to expand steadily: between 1925 
and 1929 the volume of international trade rose by 20 per cent, 
though, owing to falling prices, its value increased by only 5-5 
per cent. Its transactions were smoothed by the same financial 
institutions as before 1914. Indeed, so successfully had the pre-war 
system of international economic arrangements operated and so 
sharply did its efficiency contrast with the chaos of the immediate 
post-war years that, as a major part of the recipe for prosperity, an 
attempt was made to reproduce the old system as closely as pos¬ 
sible, without much attention to changes in the conditions in which 

it must function. . , 

But however great an effort was made to return to what was tried 

and true, circumstances prevented the new international economic 
system from being an exact copy of the old. Many exchange rates 
had been drastically altered and corresponded less closely to rela¬ 
tive costs and purchasing power. The French franc, for example, 
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was seriously undervalued from the time of its stabilization in 1926 
and thus upset competitive conditions in international trade. The 
gold standard was not what it had been. Gold coins were no longer 
in circulation, and the internal convertibility of paper currency 
into gold was almost everywhere little more than nominal. There 
had, in fact, been both a reduction in the output of newly mined 
gold and, because of heavy' international borrowing, a major re¬ 
distribution in the ownership of the world's gold stocks, which left 
most European countries with smaller reserves in proportion to 
their liabilities and compelled them to adopt various expedients to 
economize in the use of gold. Withdrawal of gold from circulation 
was only one of these, but it had the important efTect of making it 
easier to pay less attention to what had been an axiom of monetary 
policy before 1914: that the internal volume of credit should be 
varied in accordance with the external movement of gold. Equally 
important was the widespread adoption of the gold exchange 
standard, which meant that some countries, instead of holding 
gold as the basis of their currency and credit structure, held claims 
on gold standard countries in the form of currency, bank deposits 
or securities. In Europe alone, Austria, Czechoslovakia, Estonia, 
Finland, Italy, Romania, and Yugoslavia adopted a gold exchange 
standard. 


This clearly made international finance more vulnerable than 
before 1914. Any serious strain in a country' on the full gold stan¬ 
dard was liable to cause great difficulties in many other countries 
almost immediately, and the shortage of gold made it less easy for 
many gold standard countries to withstand for long a loss of gold in 
times of economic difficulty. It was also potentially dangerous that 
the I’.K. was no longer earning as big a current surplus as before, 
for sterling continued to be a major international currency, on 
which the gold exchange standard relied heavily. Still, despite 


these incipient weaknesses, 


the restored international financial 


system seemed likely to work satisfactorily as long as no very acute 
disturbances arose in other branches of economic activity, and the 
experience of many years before 1914 suggested that such dis¬ 
turbances need not occur. 


One important cause of this freedom from disturbance in the 
earlier period had been the continuous international redistribution 


of productive resources, roughly' in ac< ordance with current eco¬ 
nomic needs as indicated bv the market. In the nineteen-twenties. 
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with a less secure international financial system, the resujtion of 
a large and prudently directed international migration of capital 

International long-term lending was in fact undertaken o 
large s^ak by the U.S.A., Britain, and France. In money terms 

British foreign investments had risen beyond the P r *"' v ‘ ir ^ 

1027 if not earlier, and in the later ’twenties their total value was 

probably ih the region of £4, 3 °* milUon. The g-s ore.gn mv£t- 
ments of the U.S.A. (apart from war debts) rose to Si 5 , > 7» nu bon 
by "930. and, though there was still plenty of fore.gn cap‘tal m- 
vested in the U.S.A., the country was a net creditor for about 
$ 4 7 o million (roughly £., 7 oo million)..French foretgr^.nves - 
men is in .928 were estimated at 50 milliard fra ncs(£400 milUon) 

of which . 5 milliard francs had been added since the end of the 
war The old investments which survived the First World War had 
declined in value, partly as a result of further sales, but mainly bc- 

CaU Bmlhhe" in^l P me C norin the uses ,0 which it was directed 
wa! this international investment suited to the removal <£curre 
economic difficulties. The U.S.A. had replaced the U K. as^ he 
largest international creditor on current account but i s combined 
long-term and short-term lending was 

r^uTt 3 ti“ - 4 g° ld ^ 

CSW3S Ss=££ 

foreign exchange in which to pay the U.S.A. was for the 

suspended. Once again, international mves.mem was making^ 
possible for balances of payments to e a ju 1 making larger 

culty. But investment committed the borrowers to mahng.large 
payments in the future, and the trouble was that 
national investment of the nineteen-twenties ai e 
an increase of saleable output, which was the^only“ ntc J 
of helping them to do this. What happened befo e ,9 4 
a striking contrast in this respect. Most 

then went into transport and productive en P d ln the 

undeveloped areas, .whose exports were in groi g European 

nineteen-twenties a far larger proporuon went into European 
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countries, much of it going to governments, municipalities, and 
other public bodies which used it for the improvement of public 
works and amenities rather than in ways which immediately im¬ 
proved their power to earn foreign exchange and so meet interest 
payments. There was still appreciable investment elsewhere, 
notably in Latin. America and the British Empire, which contri¬ 
buted to a real increase in production. This did not always, 
however, mean an increase in earning capacity. Some of the 
international investment merely led to a greater output of 
commodities (coffee was a notable example) with which the 
world’s markets were fully stocked. 

International investment thus did not contribute as much as in 
the past to the continuous diffusion of productive power and 
smoothing away of long-term difficulties. It was even more serious 
that the same could be said of domestic investment in many coun¬ 
tries. Too little new capital, unwisely distributed, was a common 
situation reflecting shortcomings in both home and foreign invest¬ 
ment and making it more burdensome to meet the higher interest 
charges which prevailed generally. Moreover, some of the charac¬ 
teristics of international investment imparted new dangers to the 
economic situation. In particular, the great increase in the propor¬ 
tion of short-term borrowing made the position of debtor countries 
far more vulnerable to sudden changes in world financial condi¬ 
tions, and the fact that many short-term loans were used to finance 
long-term capital projects made large-scale default, with all its 
spreading effects, very likely if general stringency ever developed. 
The position of Germany, which between 1924 and 1931 borrowed 
£465 million on long-term and £586 million on short-term threat¬ 
ened considerable economic disturbance. 

But in the later nineteen-twenties these potential difficulties 
were not generally recognized. Though international investment 
did not make the contribution which it could have done to steady 
economic expansion, it certainly gave a few years’ respite from 
financial uncertainty. As long as a country continued to receive 
new foreign loans, it had a source of foreign income (even though 
it was called capital) out of which it could pay interest on previous 
loans, whether these had been put to productive use or not. And 
that is what happened in many cases. Part of the interest on foreign 
loans was met, in effect, out of the capital of later loans; for several 
years investors received the expected yields and the precarious 
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nature of their transactions was concealed. It was not only com¬ 
mercial dealings which were thus wrapped m a blissful veil of illu¬ 
sion. The reparation and war-debt settlements were made to seem 

economically sound in just the same way. From 1924 to 19=9 e ‘ 
many made the payments required under the Dawes Plan withou 
anv sign of difficulty while considerably expanding her economic 
actiX butin the same period she borrowed abroad nearly three 

times as’ much as she paid in reparations. The U '^ 

to Germany which enabled her to pay reparations to the European 

ex-aUies, which enabled them to make war-debt payments to the 
USA- and so the circle continued. , . . 

Difficulties in connexion with the internauonal nugrabon of 

labour were more obvious. The problem of areas of dense popula 
tion wiffi a ffiw level of productivity did not disappear; on the 
contrary, it became more serious. But less was done to relieve it by 
migration to other areas where labour could produce■ ™ re w ™ c 

waf some international migration during the n ' neteen .-‘^ entl ' S ’ 
but it was on a much smaller scale than at the beginning of the 
century and its sources and destinations changed appreciably. In 
what had been the chief immigrant-receiving countnes much les 
unoccupied land was still available and new unnugrant wer ^ 
coming to be regarded less as a means of bringing the natuial en 

dowment of the country into productive use and, r ?°"' “^ 
tors who might undercut existing wages, especially if they came 
from countries of low living standards. It became the ukfo.he 
receiving countries not only to restrict the total of new immigrants 
but, by means of quotas and literacy tests to exemrie ffiscnmmauon 
as to the countries from which they might 

that most of the areas where population was ‘ucreasing lastesq 
Southern Europe, the Far East, and South Auierica wcre e ab e 
to find outlets for emigration than before. In S A ” “ 
problem arose, for there was still much unsettled anffiArgemma 
and Brazil continued to receive many immigrants from Southern 
Europe, and Peru was one of the few countries in winch Asmuc 
settlers were permitted to gain a firm foothold. But 

which had been the greatest magnet, was no lo "S from the 

Under the quota system more immigrants were admitted from the 

countries of Northern than of Southern Europe 'vluneasupto 

IQI4 thev had flooded in from Italy and Austria-Hungary. 1 

most important source of immigration to the U.S.A. was no longe 
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any of the old overcrowded countries, but Canada. Some relief to 
the pressure of population in Southern Europe was given by the 
need for labour in France, which during the nineteen-twenties re¬ 
ceived more immigrants than any other country except the U.S.A., 
but there was little relief by emigration for the swelling popula¬ 
tions of the Far East. Indians still went to Ceylon and Malaya, and 
Chinese labour also continued to go to the latter; some Indo¬ 
nesians left Java for the thinly populated island of Sumatra; some 
Japanese settled in their colony of Korea and in other parts of the 
mainland. But such movements were small in proportion to natural 
increase. The result was that the increased population remained 
where it was, and produced, at the cost of great effort, a larger 
supply of goods, some of which the rest of the world decided that 
it did not want. In this also there was a marked contrast with the 
nineteenth-century situation. Then the main threat of population 
pressure had been in Europe, and it was averted partly by heavy 
investment and industrial progress at home and partly by the de¬ 
parture of large numbers of people to other continents where they 
pioduced cheaply goods which found a ready market. 

1 he restored international economic system of the later nine¬ 
teen-twenties was in many ways a sadly weakened version of the 
pre-war system on which it was modelled. Its faults were to be 
found both in the design of its institutions and in its economic 
structure - the functional distribution of its resources, the pattern 
of its production and trade, and so on. Both sets of weaknesses were 
continuously present even while there seemed to be rising pros¬ 
perity, and their persistence and interaction were primarily 
responsible for the eventual deep depression which undid all the 
repair work of the nineteen-twenties. 

Many symptoms of these weaknesses could be observed, even at 
thr best of times, without going far below the surface. One was the 
prevalence in most industrial countries of higher rates of unem¬ 
ployment than had previously been associated with expanding 
activity. T here were great differences among the unemployment 
rates of various countries, but in several of them the proportion of 
workers unemployed at the top of the boom was similar to that in 
previous depressions. In the U.K. the lowest annual average rate 
m this pen«od was 9-7 per cent in 1927, and in Sweden the rate at 
the end of each year was never below 10 per cent. 

Another disturbing symptom was the failure to adjust the out- 
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put of a number of the basic commodities of international trade to 
the level of demand prevailing at acceptable prices. There were 
examples of this among both primary and manufactured goods 
but it was more striking among the former. One clear indication of 
it was the accumulation of unsold stocks. World stocks of wheat, 
which were 9,300,000 metric tons after the 1925 harvest, began to 
rise steadily thereafter, despite light harvests in 1926 and 1927, un¬ 
til they reached 21,300,000 tons after the 1929 harvest. Much the 
same happened to supplies of sugar. During the First World War 
the European output of beet-sugar had declined and cane-sugar 
production was expanded, especially in Java, to replace it. But 
after the war the production of beet-sugar revived with the assis¬ 
tance of import duties and government subsidies, until by 1927 it 
was back to the pre-war level, while the expanded output of cane- 
sugar was still maintained and had indeed been increased by the 
development of new strains with a higher sucrose content. The out¬ 
put of coffee was also raised far beyond the amount which the 
world market could absorb at a price remunerative to growers. 
There was a general difficulty that the labour force engaged in 
primary production for the market was increasing much taster than 
the population of the major consuming areas, that supplies were 
further augmented by the use of better technical methods, that 
increases of income in the wealthier countries were not evote o 
the purchase of larger quantities of basic foodstuffs, and that in 
other countries which were physically in need of more of these 
foods, incomes were not growing enough to make it possible o 
purchase the available supplies. The creation of monopolistic asso¬ 
ciations of producers, trying to keep up prices by holding stocks oft 
the market without taking any action to reduce output, aggravated 
the difficulty. Canadian wheat producers and Brazilian coffc 
producers were doing this, and similar practices a ecte van 
raw materials, including rubber, copper, and nitrates Iron an 
steel was almost the only raw-material industry which attempted 
adjust output to demand. In most others some degree ol over¬ 


production persisted. 

In manufacturing industry, surplus output was a less comm 
problem than surplus productive capacity. Expansion to mee 
porary wartime needs, the spread of industrialization o ne\ 

areas, and the failure of demand for some major llcn ^ 0 j x F a 
as rapidly as before, all contributed to this situation. 1 he demand 
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for manufactured goods in general was growing relatively to that 
for other types of goods, but it was spread over a wider range of 
commodities, and the increase was concentrated mainly on more 
highly finished goods which could find a mass market only in the 
wealthier countries. Where goods of this type formed a high pro¬ 
portion of a country’s industrial production and trade, as in the 
U.S.A., they contributed to the maintenance of a high level of 
industrial activity; where older and on the whole less elaborate 
types of manufacture predominated, as in Britain, industry was 
less prosperous. But the weakness of countries which could not 
fully employ their industrial resources, because they were not 
adapted for the production of those goods for which demand was 
growing fastest, was offset and partly concealed by changes in the 
relative prices of different classes of goods. In the nineteen-twenties 
the prices of manufactured goods fell more slowly than those of 
primary produce. So countries that were highly industrialized 
were able to maintain a relatively strong international economic 
position by obtaining cheaper imports, although some of them 
failed to expand their own activity as much as was possible. 

Thus the relative expansion of primary and manufacturing pro¬ 
duction in the world was not so well adjusted to current needs as it 
had been before 1914. In general, the expansion of production and 
incomes in primary producing areas then had enabled them to sup¬ 
ply fairly closely what the manufacturing areas needed and to pro¬ 
vide markets which absorbed the surplus output of the latter. But 
now the primary producing areas were supplying rather more of 
some things than the manufacturing areas wanted, while the in¬ 
comes of the former were not growing fast enough for them to be 
able to buy all the surplus output which the full capacity of the 
manufacturing areas could produce. The disharmony was not very 
great, but it could easily make worse any disturbance that might 
arise in international economic relations. 

The actual course of events only gradually came to reflect the 
strength of these various difficulties and dangers. For a time, moder¬ 
ate prosperity seemed widespread. The restoration of financial 
stability and the revival of international trade and investment had 
the effect of making the movement of business activity throughout 
the world much more uniform than it had been since 1914. By 
1927 a considerable degree of uniformity had returned, and the 
dominant position of the U.S.A. as international creditor and 
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investor caused the world economy to be greatly influenced b> 
American conditions. In the U.S.A. the expansion of both pro¬ 
duction and profits was particularly marked. The manufacture of 
producers’ goods and of durable consumers' goods, especially 
automobiles and everything connected with them, grew rapidly, 
and there was tremendous activity in the constructional indus¬ 
tries as roads, factories, and houses were built in great numbers. 
By 1028 therd were signs that some commodity markets in the 
U.S.A. were approaching saturation. The average level of whole¬ 
sale prices began to fall and the volume of new construction de¬ 
clined. But financial dealings continued to expand and a strong 
speculative boom developed. A fairly steady price level at a time 
when real costs of production were generally falling had helped to 
swell profits for several years, and an easy credit policy made more 
money available for the stock market. A nse in security prices, 
which at first reflected an increase in profits, was continued as a 
result of speculative buying for the purpose of rese ling at a higher 
price. In the summer of 1928, the monetary authorities tried to 
check this wave of speculation by tightening credit policy, but t c> 
were unable to do so. Higher rates of interest attracted more money 
in private hands, both at home and abroad, to the stock exchange, 
and the price of securities soared without any relevance to t le 
earning power of the assets which they represented. Such a situ¬ 
ation could not last, particularly when industrial activity was de¬ 
clining, and in October 1929 security prices came tumbling down. 
Business confidence was badly shaken, economic activity decline , 
and the underlying weaknesses of the international economic sy s¬ 
tem were exposed to strains such as had not previously tested them. 

The financial situation in the U.S.A. had already had repercus¬ 
sions abroad. The attraction of money to New \ ork by high intc 11 
rates, the expectation of a financial crash in the U.S.A. and some 
strain on gold reserves had caused several central banks to rest™: 
credit and thus accelerate a decline in ccononuc activity which 
already begun. The situation was worsened by a reduction in the 

international investment on which the wor a again 
dependent. From late in 1928 France, which had returned to a fa 
gold standard, was using its current surplus mainly to buygoidasa 
basis for the currency instead of investing abroad, and the opp 
tunitics of profiting by speculation were drawing ca P ! ** in °* * 
stead of away from the U.S.A. Debtor countries were able to carry 
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on for a time by using up the floating assets which they held 
abroad, but their position became increasingly difficult as Ameri¬ 
can lending further declined after the stock exchange crash and 
contracting foreign trade forced a reduction in British lending 
abroad. The fact that some debtors had been able to meet their 
obligations only by continuing to receive foreign loans was at last 
exposed when the supply of loans fell off. 

Indeed, the position was even worse because many of the debtor 
countries had still less income than before, apart from the absence 
of foreign loans, out of which to meet their commitments. This 
was particularly the case in countries overwhelmingly concerned 
with primary production. The caution induced by the financial 
crash late in 1929 caused merchants temporarily to draw on stocks 
instead of renewing orders, and this, together with previous over¬ 
production of many primary commodities, brought prices down 
very rapidly. Primary production did not fall off, and prices re¬ 
mained low even though orders increased again. Countries whose 
exports consisted mainly of food and raw materials therefore found 
their incomes from foreign trade contracting quickly and, in the 
absence of sufficient foreign credit to compensate for this, they 
were forced to reduce their imports, which in turn reacted on the 
economies of industrial countries. By the first quarter of 1931 the 
value of international trade was rather less than two-thirds of what 
it had been two years previously. 

The financial implications of these changes were serious. While 
primary producers were nearly as busy as before, they received 
lower incomes in return for their efforts, and while manufacturers 
had to accept at first only relatively small reductions in the price 
of their goods, they could sell much less of them, so that in manu¬ 
facturing countries there was both a sharp fall in incomes and a 
heavy increase in unemployment. Everywhere government revenues 
declined, while in some countries the need for relief payments and 
attempts to create work introduced new items of government ex¬ 
penditure and increased the difficulty of balancing the budget. At 
the same time most countries, except France and the U.S.A., had 
difficulty in balancing their external payments, though many of 
them succeeded by introducing severe restrictive measures. The 
credit of many debtor countries suffered, and in some cases con¬ 
fidence was so shaken that capital fled from countries which 
needed it to countries which could not use it. In these conditions 
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the financial shortcomings of the international economic system, 
as it was restored in the nineteen-twenties, became a menace to 
recovery. The weakness of its institutions, the unproductive use of 
many foreign loans and the creation of a network of reparation 
and war-debt payments with little reference to commercial condi¬ 
tions left much of the world, and especially Europe, with a burden 
of debt that there was no immediate means of discharging, an 
with no recognized instrument for mitigating the difficulties. By 
1 go 1 the decline of activity had gone on so long, so many adjust¬ 
ments had been made in the form of lower costs, and so many 
arrears had accumulated in the maintenance of equipment and 
stocks that there was some incentive to place new orders and t us 
arrest the decline. But, instead, these influences were completely 
overwhelmed by the emergence of an acute international Anancia 1 
crisis which dealt new blows at commercial institutions and busi¬ 


ness confidence. . , , • „ 

Though there were powerful economic causes underlying to 

crisis, its course was much affected by polmcal decisions, not all of 
them taken with the solution of economic problems as their pri¬ 
mary objective. Its existence became apparent in Austria in M y 
lq ,7 when the largest commercial bank, the Creditanstalt, was 
found to be insolvent, mainly as a result of the depreciation of i s 
assets, but partly also because of some withdrawal of fore gn sh - 
term securities. This last development was partly due to lack of 
confidence arising from the opposition of other powers, especial Y 
France, to a proposal for an Austro-Gcrman customs imuon «Inch 
they feared, might be the first step towards an Anschluss. In, sp te of 

the unfavourable political situation, however the 

preserved by the Austrian government, with the assistance of loans 

from the BiLk for International Settlements and various foreign 

central banks. In order to prevent a renewal of the difficultly,uxstr. 

tions were imposed on the withdrawal of Austrian banking asse^ 
The immediate effect of this was to move the cent e of foancial 
crisis from Austria to Germany. The latter s financial position had 

been deteriorating for some time, despite a reo g Youne 

reduction of her reparation payments from .929 when the Young 
Plan replaced the Dawes Plan. The cessation of foreign long-term 
loans in .020 had brought difficulties which were tackled by a 
policy of severe deflation leading to a declineofeconomic^cuvity, 
and the heavy poll of the Nazi Party at the elections in September 
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1930 caused a sharp drop in confidence abroad, which expressed 
itself in the withdrawal of about £50 million of short-term assets. 
Though this drain temporarily ceased, the dispute about the pro¬ 
posed customs union and the events in Austria set it going again. 
When Austrian banking assets were frozen, foreign holders of them 
sought to protect themselves by realizing those others of their 
foreign assets that they felt were least secure, especially those in 
Germany, which experienced large foreign withdrawals. On 5 
June 1931 the German government issued a memorandum which 
expressed an extremely gloomy view of its financial position and 
mentioned the impossibility of continuing to pay reparations. This 
convinced the outside world that financial disaster was imminent 
and hastened the withdrawal of foreign short-term funds. In the 
first fortnight in June, £50 million of gold and foreign exchange 
left Germany, and in the third week, despite a rise in the discount 
rate from 5 per cent to 7 per cent, another £17,500,000 was with¬ 
drawn. 

Germany’s financial troubles in 1931 were coming to a head 
just before the next instalment of reparations was due for pay¬ 
ment on 1 July. The threat of default called urgently for inter¬ 
national action, and the initiative was taken by the American 
President Hoover who, on 21 June, announced his proposal for a 
one-year moratorium on all reparation and war-debt payments. 
This announcement immediately caused a slackening of the with¬ 
drawal of capital from Germany, but by no means ended it, as it 
was very uncertain whether the French government, in the midst 
of its disputes with Germany, would agree to the proposal. In fact, 
it did not make known its willingness to do so until 7 July, by 
which time the German financial position had become still weaker. 
Germany had, however, been saved from complete disaster by 
foreign assistance in the form of loans of $25 million (just over 
£5,100,000) each for three months from the Bank for International 
Settlements, the Bank of England, the Bank of France, and the 
Federal Reserve System. The London Conference of ministerial 
representatives of the U.S.A., Belgium, France, Germany, Italy, 
Japan, and the U.K., from 20 to 23 July, agreed that when these 
credits expired they should be renewed for another three months, 
that the financial institutions of the various countries concerned 
should take joint steps to maintain their existing volume of credits 
to Germany, and that the Bank for International Settlements 
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should be asked to convene a committee of representatives nomin¬ 
ated by the governors of central banks for the purpose of consider¬ 
ing Germany’s needs of credit. These measures of international 
assistance, together with the relaxation in the dram of funds abroad 
in July and the imposition of severe financial restrictions including 
control over foreign exchange dealings, limitations on bank with- 
drawals, and an increase in the fiduciary issue, enabled Germany 
financial activities to continue in a somewhat improvisatory way. 
The Committee appointed at the suggestion of the London Con¬ 
ference secured an extension of commercial credits to Germany 
until the end of February 1932, and on 18 August 1931 *sued 1 
report at Basle. This document pointed to the necessity for ne 
long-term loans to Germany to replace the short-term capital“ 
had been withdrawn; without this there could be no sound finan¬ 
cial system, but long-term lending could take place only if confi¬ 
dence we^ restored by a great improvement in mtemauonal 
political relations. It also urged that the reparations payments to 
be made by Germany should be fixed at a 'evel which w°u d no^ 
imperil the maintenance of her financial !lability TJ1.; was an 

accurate diagnosis, but there was little c aI \ ce ° about 

remedies being applied in full. Something might be d°ne about 

reparation payments, but the political preconditions for the re 

rival of long-term international economic transac ions s mpiy dri 

not exist. Germany, and many other nations, would have to carry 

on with the aid of a series of ad hoc expedients. H r m 

Though in the summer of .931 Germany was p ese -d rom 
financial collapse, the general position of ' ntern at.ona finance 
rapidly became worse. In July there were large «‘ thdra « ak °[ 
capital from London. The chief reason for this th ^ortage of 
funds to meet immediate commitments in many European 
tries. The absence of reparation receipts, t e eprecia 
assets and restrictions on the withdrawal of many ° a “ 
tributed to this situation, in which the easiest way to 'nake up thc 

deficiency was to withdraw funds invested in Lond °" . iut ^" ch 
was also decUning confidence in the soundness of stcrl_g, 
increased the drain. In July the BankofEnglandborrowed^o 
million from the Bank of France and the Federal R^erve System^ 
but this was soon exhausted, and by the middle of August British 

reserves of foreign exchange had fallen very o . Aueust 

loan was obtainable and the government resigned on 23 August. 
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Its successor obtained a year’s credit which enabled it to borrow 
up to $200 million (£40 million) in the U.S.A. and 5,000 million 
francs (£40 million) in France. But the withdrawal of funds con¬ 
tinued as many foreign creditors sought to restore the nominal level 
of their reserves, which had fallen because of the continued decline 
of stock exchange values on the Continent; and exaggerated re¬ 
ports of naval mutiny at Invergordon led other creditors to move 
their funds elsewhere. By late September the London money mar¬ 
ket had lost more than £200 million in two months, nearly all of it 
by transfer abroad, and, as no more large foreign loans could be 
obtained, Britain suspended the gold standard on 21 September. 

This decision was the result mainly of temporary difficulties 
arising from the British position in international finance. Many 
British short-term assets abroad were unrealizable while London 
remained an open financial market on which every creditor could 
draw. But the events of 1931 showed clearly the vulnerability of 
an international system which made such extensive use of a gold 
exchange standard, and the inadequacy of British reserves to sup¬ 
port the country’s functions as one of the two chief centres of 
trade and finance. The proportion of its reserves to its international 
commitments, which had seriously declined as a result of the First 
World War, had not been sufficiently built up in the years of 
revival from 1925. This failure reflected the slowness with which 
British exports grew, and was thus bound up with the fact that a 
large proportion of the country's capital was invested in declining 
industries. 

The British abandonment of the gold standard removed one of 
the main pillars of the international economic system, which by 
this time was so distorted as to be no longer recognizable as a 
means of promoting orderly material improvement. For the time 
being the nations could conduct their economic relations only by a 
variety of improvisations, which might carry them on until a com¬ 
bination of economic recovery and political wisdom should make 
it possible to rebuild an international system. 

Something was achieved merely by playing the game of follow- 
my-leader. When Britain left the gold standard and sterling depre¬ 
ciated, an increased strain was put on the foreign balances of many 
countries, which they could ease only by depreciating their own 
currency. Up to April 1932, the gold standard had been suspended 
in twenty-four countries and, though legally in force, was in prac- 
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dee inoperative in seventeen others. By this time large-scale finan¬ 
cial upheavals were almost over and, by one means or another, 
most governments had temporarily been able to adjust their affmre 
to the new circumstances. The exchange value of the pomrdhad 
ceased to fluctuate much, and a group of currencies was bemg 
managed so as to keep a stable value in re ation to 1 • 

Much of what was done to achieve some degree of stab'^ was 
the result of unilateral decisions by governments. Its effect on the 
international scene was to prevent things from becomi | 
rather than to offer any prospect of general .mprovement lnde d 
the usual object of such decisions was to restrict mternat ona 

dealings in some way and, if possible, to take adva u‘ a S e " 
restriction in order to improve the internal economic position. The 
abandonment of the gold standard made >t easie- to ^ • 

Among other effects it not only made easier but, for . urn t « te , 
made necessary government control over the use o fore.g" « 
change. Several countries were able to remove restrictions^ tins 
kind after a few months, but in the middle of '93 y 

in operation in thirty-one countries. In most cases they were an m 
fluence reducing the volume of international trade Other^devmes 
with a similar effect continued to be applied r.gorous^Tar.ffs had 
increased almost everywhere since the onse o P 

were still rising. The Import Duties Act passed ^e U.K. m ^ 

was a notable symptom of the change, on e j io per 

of a century of virtual free trade by introducing a general to per 

cent tariff and protective duties up to 33$ P c ^ c , Germany 

factured goods. In some countries, including Fram et and Germany 

tariffs were supplemented by the impos.uon of quotas for 

debtors simply imposed morator.a - £t- 

able to negotiate agreements with r n Germany, 

ponemen, of payment. The most 

was able to renew the moratona on P Germany had 

end of February 1933 - In «* ^ was 

241 



A Short History of the International Economy 

which could be retained or negotiated for marks in Germany or 
exchanged at the Golddiskontbank for foreign currency at half their 
face value. 

Although so many of the decisions of economic policy every¬ 
where were made nationally, as part of a desperate scramble for 
self-protection, it was realized that the fundamental difficulties 
were common to a large part of the world, and that international 
agreement on mutual concessions and assistance might make it 
easier to overcome them. In 1932 and 1933 various attempts to 
improve the economic situation by international action continued. 
One matter which obviously had to be treated in this way was the 
payment of reparations and war debts. The Hoover moratorium 
was a most useful emergency measure, but by itself it did no more 
than provide an interval in which the problem might perhaps 
become less difficult. In fact, the problem showed no sign of solving 
itself. The German government in November 1931 asked the Bank 
for International Settlements, as it was entitled to do under the 
Young Plan, to appoint an advisory committee to investigate its 
capacity to pay reparations. This committee reported on 23 De¬ 
cember that Germany would be unable to make the full payments 
due in July 1932. If Germany was not in a fit financial state to pay 
reparations, neither were other countries able without great diffi¬ 
culty to make war debt payments to the U.S.A. But American 
opinion, not least inside Congress, had hardened against waiving 
claims or offering further financial assistance to Europe. The only 
practicable course for the European powers concerned was to 
recognize the obvious by bringing reparations to an end and to do 
it in such a way as to create as strong a political case as possible to 
put to the U.S.A. for a final settlement of war debt payments. 
After much preliminary' discussion and haggling, this is what was 
done by an international conference which opened at Lausanne on 
16 June 1932. As the resumption of war debt and reparation pay¬ 
ments was due on 1 July, the participating powers declared on the 
first day of the conference that all such payments would be 
reserved while the conference was in progress. Agreement was 
reached on a permanent settlement, which provided for the pay¬ 
ment of a final lump sum of 3,000 million marks (£150 million) 
bv the German government in the form of negotiable 5 per 
cent bonds which the Bank for International Settlements would, 
at its discretion, issue to the public after a lapse of at least 
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three years. Any bonds unissued after fifteen years would be 

“^preparation creditors could not easily afford to dispense 

with income from this source if they had to go on f 

TZ claims, the Lausanne Agreement was 

<■» si. — dbe iXSC 

Belgium, France, Italy, and the U.K. dec ‘» rea , atisfactory settle¬ 
rs the Agreement until they h * 1 re £ of negotiations lasting 
ment with their own creditors. B . P impossible to obtain 
through the rest of 1932 and I 933 > debts and 

from the U.S.A. any appreciable concession ab 
in the end the whole question was 

debtors. Most countries never resume nQ country 

of the Hoover moratorium, and aft Lausanne 

except Finland made any war debt payments. The^ Lausa^ 

Agreement was never ratified, but no a e P ■ f ac t though 

the reservation of reparation payments. Reparations, in t> 

not in law, were ended. prnnomic weakness and 

The removal of this major el»t achicvemcn t of international 
disturbance was in a way a notab , an augury promis- 

co-operation, but it could hardly be reg< problems by interr¬ 
ing success in the treatment of other econ debts involved 

national negotiation. To end re P ara “° which to almost every 
only the destruction of an arrang burdensomc and unworkable, 

country concerned had become bot accomplished in 

and even this piece of healthy £« tn ^ cre the need was not for 
spite of the opposition of the U.S.A. sacr ificc of individual 

destruction but reconstruction, mvo .wing agreed action was 

advantages by various countrie^ mtematmually^agrec^d ^ ^ 

far more difficult to obtain. The , . Eastern Europe 

mercial stagnation which had afflic *f ^overy for the world in 
were a serious obstacle to economi assistance from out¬ 

general, and could not be overcome w ^ political rivalries 
side in conformity with a eomnw> P t ^ economic props 
and an unwillingness to aband ? t f oria i agreement on this 
destroyed all attempts to secure in ,001-^2 for a Danu- 

question. Various proposals in the win G ^ many> a nd a plan 

bian customs union were firmly oppos ^ on don in April 1932, 
put forward at a four-power conferen 
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providing for uniform tariffs and mutual preferences among the 
Danubian states, the renunciation of most-favoured-nation rights 
in these countries by other nations, and a small foreign loan to 
meet immediate needs, was rejected absolutely by Germany and 
Italy. Another attempt to deal with the same problem at the Stresa 
Conference in September produced superficially a greater show of 
agreement but, though recommendations were adopted for the 
balancing of budgets and the removal of trade restrictions, little 
was done to implement them. The result was that the reorganiza¬ 
tion of commercial activity in South-eastern Europe was left con¬ 
veniently ready to be fitted into the economic programme of Nazi 
Germany in the next few years. 

Attempts to promote a revival of trade within defined regions 
were also either frustrated or only moderately successful. An agree¬ 
ment by Belgium, the Netherlands, and Luxembourg in 1932 to 
make successive annual reductions in their tariffs on each other’s 
goods was never put into effect, because the British government 
objected to the infringement of its most-favoured-nation rights. 
The Ottawa Conference, called in the same year to discuss the 
lowering of tariffs within the British Empire on imperial goods, 
produced instead a set of agreements, the most important effect of 
which was to raise British tariffs on non-imperial goods. These 
agreements were followed by an expansion of trade within the 
Empire, but this appears to have been largely offset by the failure 
of British trade in some other channels to revive when the world 
began to climb out of the depression. 

One last attempt was made to secure by international agreement 
concerted action to promote economic recovery, not within any 
limited area, but for the world as a whole. In 1933 the League of 
Nations summoned a World Economic Conference, to which the 
U.S.A. agreed to send a delegation. But the prospects of success, 
never bright, were destroyed at the outset by American financial 
policy. On 19 April, just before the Conference was due to meet in 
London, the U.S.A. went off the gold standard. Just when an effort 
was to be made to restore international monetary stability, the 
world's most important currency was left to fluctuate unsteadily for 
an indefinite period with no indication of what its value would 
eventually be. The reason for this curious policy was not any weak¬ 
ness in the foreign exchange position of the U.S.A., which was, in 
fact, far stronger than that of any other country, but the hope that 
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it might cause a rise in the internal price level. Early in 1933 
there had been a wave of bank failures in the U.S.A., which led to 
the grant of vast emergency financial powers to the new govern¬ 
ment of President Roosevelt. The prolongation of severe depres 
Sion and political pressure, especiaUy from the farming “tens*> 
made the government ready to experiment with inflationary 

methods of raising incomes by raising prices. “ * jye be [ ie f 
departure from the gold standard seems to avc currency 

in the automatic adjustment of the purchasing p V 

to its foreien exchange value. The external value of the dollar was 
deliberately forced down in the beUef that its mterna^va ue wou 
go down correspondingly and the prices of those goo*«luchT ad 
1 world market would rise. Since in fact in the first half of 933 ^ 
external value of the dollar fell by 30 per cent “d ‘he interna 
prices of various primary products did nse and mdi««na UcWty 
did increase a Uttle (almost certainly for quite differ® . reasons), 
the U.S.A. was unwilling to abandon its financia p 

the sake of the World Economic Conference. 

In spite of the chronic addition to financial uncertainty thus c^ 

ated, the Conference was held and draggc on u ^ ntcd ’ Q do 
the failure of the U.S.A. to decide what it eventua > _ 

about the value of the dollar made it impossible to mtroduce a y 
very strong measures to strengthen international finance and ^ 
pand world trade. Somewhat iromcaUy the onl> P‘ dce 

of the Conference which had much influence on future practice 

was that concerned with devising new restrictions rcStnc tion 

primary commodities. Several important l^ y 

schemes began there and provided an examp c \\ dn cop . 

followed: schemes for wheat, nitrates, rub Dcr, sug. * as 

per, diamonds, and potash were in operation by 935y Unt 
nationally or privately operated schemes for many oil 1 

internationally traded commodities. . . rc0 nomic 

By .933 the problem of rebuilding an ‘ n te-rna..onal cconrn ^ 

system was so difficult that even if American policy had 

otherwise, the World Economic Conference nug _ I1S G f depen- 

achieved little. Most countries had become s° coma ^ j nQt 

dence on their own protective economic devic * . . du t un . 

risk abandoning them for the sake of a share in 

proved international benefits. Conditions were such tha^hemt ^ 
duction of any scheme which would provide some con 
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partially automatic means of regulating the economic relations 
between different countries had taken on the appearance of a 
daring experiment rather than a return to normality. Such an ex¬ 
periment could be begun only in an atmosphere of general political 
confidence or else as part of a radical remedy after a complete 
collapse of the existing international order. In 1933, when military 
aggression had reaped its first fruits in Manchuria and Hitler had 
just come to power in Germany, general political confidence was 
neither present nor in prospect. A collapse of the international 
order was beginning to appear as a future possibility, but it had 
not arrived. To restore international economic co-operation to its 
full former extent was for the time being politically impossible, 
and, since in most countries the economic situation began to 
improve about this time, the urge to attempt it diminished. Save in 
comparatively small things, there were few efforts to improve eco¬ 
nomic relations by international action after 1933, until another 
world war left once again the problem of rebuilding a shattered 
international economy. 
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The subordination of international to national considerationstf 
not mean that the intricate economic interdependence of nauons 

had been destroyed or even very greatly diminished. Fro 933 
onwards, most industrialized countries underwent a g™dualrev val 
of internal economic activity and, though one e < men 
the use of previously unemployed men anc equipmen 
things which had formerly been imported, a slower tewa o m 

ternltional trade grew out of it. Productive resources available at 

home had to be supplemented by imported ma er 

sustain increased internal activity. Even where self-sufficmncy ttas 

most thoroughly pursued, as in Nazi Germany, 1 ' 

to build up home industry without increasing unpo ts^ raw 

materials, and to pay for these an attempt va ovmcnt in 

expand exports. At the same time a reduction of unemployment in 

many countries made it possible to sell greater q * ^ of 

imported food. The result of these changes was a modes • 

international trade in primary produce, the f-eoluluch,, 
the later nineteen-thirties, was higher than l ore of wor j d 

But the increase was less than proportionate to ie £ slightly 

population, and as prices in genera, continued -dedme shght.y, 

the trade did not increase much in value. T ! , . in 

though by no means the only, reason why 

manufactured goods failed to recover to its pre <- P j oc j 

though in volume it revived appreciably after i935 n t j ia J 

howevei 4 , the prices of manufactures were falling quit y, 

the value of this trade also rose only a little. rlose- 

Whilc the maintenance of the volume of trade showed how do* 

ly interlinked the economic affairs of nations remain » 
the way in which international trade was financed:»how d how far 
the old arrangements for settling those affairs a vments 

The late nineteenth-century system of multilateral p ^ 

centred on the United Kingdom, continued to unc 1 
modifications until the world economic depression, 
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onwards it was severely restricted. There was still a good deal of 
short-term capital available, especially in London, for financing 
trade in many parts of the world in the old way, but far more trade 
was conducted on a strictly bilateral basis than before. This was 
especially so in the case of totalitarian countries, which subjected 
trade to close central control. Ever since the cessation of foreign 
loans, Germany had had great difficulty in obtaining sufficient 
foreign exchange to pay for essential imports. To avoid this prob¬ 
lem she tried increasingly, particularly from 1934 onwards, when 
all imports were made subject to licence, to draw her imports from 
countries already in debt to her on current account or to pay for 
imports in marks which could not be taken out of Germany. Much 
German trade, notably with the countries of South-east Europe, 
was governed by bilateral agreements of various types, the effect 
of most of which was that Germany’s suppliers were under strong 
pressure to buy from her as much as they sold to her, because if 
they did not do so they merely accumulated currency or bank 
balances which could not be used for any purpose except making 
purchases in Germany. 

But even where there was not so much direct government con¬ 
trol of trade, changed financial circumstances encouraged a nearer 
approach to bilateral balancing of payments in international com¬ 
merce. While it was still exceptional for imports and exports ex¬ 
changed between two individual countries to be roughly equal in 
value, an approximate balance of this kind was achieved within 
the trade of various groups, each containing only a small number 
of countries. A change in the direction of British trade was an im¬ 
portant factor in this development. A much higher proportion than 
before of the imports of the U.K. came directly from countries in 
which a large amount of British capital was invested. The surplus 
of exports from Britain to the tropics, which had been a permanent 
feature of international trade since the late nineteenth century, 
changed to a surplus of imports, and the surplus of imports which 
the U.K. received from the white British Dominions greatly in¬ 
creased. Consequently the U.K. bought less from the rest of Europe, 
and continental Europe as a whole bought less from the tropics and 
from the white British Dominions. Within these areas, however, 
those other European powers, notably France and the Netherlands, 
which had tropical empires, established or increased an import 
surplus from them. 
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The importance of bilateral settlement of international pay¬ 
ments was openly recognized in such attempts as were made to 

expand world trade. Almost all of these took the 
between two countries (though larger groups P^ 'Cipated in a 
few) to lower certain duties, increase import quotas or relax the 
exchange restrictions included in earher agreements^The U.S^ 

took a leading part in these attempts, and betwee« 934 
negotiated some twenty foreign trade agreements. But the lessening 
of restrictions in agreements of this kind was “vanablyvay 
and made little contribution to the revival of ‘"“^tio^a trade^ 
The growth of bilateral payments was cicely aassociated with 

two other economic characteristics o t ^ internati onal 

world-wide monetary standard and t made to 

long-term investment. For a few years an a P -.nnreciable 
keep the international gold standard in operation ‘n an appreciaW 
minority of the world's commerce. France, Switzerland, the 

Netherlands, and Belgium remained as an import 8 continued 
standard countries in Western Europe. The U.S A continued 

throughout 1933 the policy of trying to raise ( j, e CIK j 

allowing the currency to depreciate externa y. policy 

o„h, ,L the pete* ^“S “IditS 

SSfcKS eent ot 

however, not of great assistance in easing ‘ 

national payment. There was no certain^ "XX. for 
depreciation might not be tried agai . • n ^eree- 

internal reasons, though there was a minora eg^^ ^ ^ their 

ment of France, the U.K.., ana u exchange 

exchange rates without mutual cornu ta ^ rc , ation to its 

value of the dollar was, moreover, , t j cxccss of 

internal purchasing power, and than bcfore . The result 

American exports over imports still g USA from 

was a very la^ge transfer of ^ 

the rest of the world, which made it increasing y 

countries to maintain exchange sta 1 ity . position of the 

S'-rSce s&a= 
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down prices in an attempt to compete with countries which had 
depreciated their currencies. Lower wages and considerable unem¬ 
ployment were an incidental accompaniment of this policy and 
were a source of political unrest. By 1935 there were signs of grow¬ 
ing weakness among the European gold standard countries. In 
that year Belgium devalued her currency, though still staying on 
the gold standard, and Italy’s Ethiopian war imposed a great 
financial strain which resulted in a reduction of the country’s gold 
and foreign exchange reserves by a third in six months; but by 
that time the working of the gold standard was little more than 
nominal in Italy. When, in the autumn of 1936, the new Popular 
Front government in France found that, without devaluing the 
currency, it could not carry out its policy of trying to promote 
greater activity by increasing wages, prices, and public expendi¬ 
ture, the gold standard came practically to an end. In agreement 
with the U.K. and the U.S.A., the franc was devalued, and the 
maintenance of its new parity entrusted to the operation of an 
exchange equalization fund. Other countries immediately put 
restrictions on the use of gold, and only Belgium kept an open 
market for gold in exchange for currency and vice versa. After this 
the movement of gold had little part in maintaining the fixity of 
exchange rates, and seldom took place except in official transac¬ 
tions to rectify deficits in international balances of payments. 

A reasonable measure of international monetary stability was 
still maintained without the gold standard. Various groups of 
countries kept the values of their currencies in a fairly constant 
relation to each other, and individual countries, each attempting 
to keep the exchange value of its own currency steady, contributed 
to international stability. But attempts to stabilize exchange rates 
were not always successful. The French devaluation of 1936 was 
not followed by currency stability as intended, but by more than 
eighteen months of continual depreciation. And there was little 
certainty that the relation between different currencies would not 
be suddenly and arbitrarily altered. This uncertainty was one of 
the monetary obstacles to the revival of trade. The other, more 
relevant to the growing practice of bilateral settlement, was the 
fact that, in the absence of an international monetary standard, 
there was no obligation for all currencies to be made freely ex¬ 
changeable for each other. The extent of this restriction should not 
be exaggerated. Many countries did not exercise very tight control 
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over the use of foreign exchange, and earnings in some currencies 
could still be used to finance trade with third countries even 
though they belonged to a different currency group. But by the 
later nineteen-thirties the currencies of the totalitarian countries 
could be exchanged only under the strictest regulation, and sur¬ 
pluses or deficits in trade with these countries could not be offset by 
deficits or surpluses in trade with others. Consequently, multilatera 
payments even outside the totalitarian economies were restricted 
because the exclusion of receipts from trade wit t lese e 
payments to be made among countries with mutually convertible 

currencies appreciably unbalanced. . , 

The almost complete absence of new long-term mternational 

investment during the nineteen-thirties increase t e 1 icu , 

the past, international investment had not only contributed to the 
growth of the world's productive capacity, but had also made 
available a regular addition to the supply of foreign exchange - 
yond what was earned in current trade. It thus provided a margin 
for the adjustment of international payments, and was particul y 
helpful to debtor countries which needed foreign exchange in order 
to pay interest and dividends abroad. When international invest¬ 
ment ceased, debtors, even though they were quite so 'f® ’ 

some difficulty in obtaining all the foreign exchange which they 
needed except by increasing their direct exports to iur ■ 

Changes of this kind made it possible for debtor countries to mee 
their obligations to one of the two chief creditors, Great Britain, 

but the necessity of paying the U.S.A. had'° c me ( 

drawing on reserves of gold and dollars. This was a P 
that could not go on indefinitely, and was one more sign of mcipien 
weakness in international economic affairs. Economical, the rest 
of the world was becoming more dependent on supplies from the 
U.S.A. than the U.S.A. was on supplies from outside. 

The cessation of international investment removed an mstru 
ment which, for three-quarters of a century, had helped to smooth 
the course of world economic development. Changes m inter 

national migration reinforced the effects o t us rem ' , ^ 

receiving countries took few new immigrants. Some of them indeed 

(Australia for example) had for a tune^uring the JP 

more people than they received. 1 rane , , 

many foreign workers during the nmeteen-tweiiUes bcgan to end 

some of them home agaih when she was overtaken by depression. 
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The appearance of racial persecution in Germany and the prepar¬ 
ation of schemes for the exchange of minority groups between 
neighbouring countries gave increased importance to population 
movements in which economic factors were of little influence. 

The great reduction in the international movement of the 
factors of production was one element in a lessening of the unity of 
the world economy. The most important influence in that change 
was the greater emphasis put on the treatment of internal problems 
in the economic policies of almost every country, an emphasis 
carried so far in a few cases as to involve a deliberate exclusion of 
outside economic contacts which were not absolutely indispensable. 
The result was a rather greater divergence in the course of eco¬ 
nomic activity in different countries than for some years past. Pro¬ 
duction recovered earlier and expanded more quickly in Germany 
and the U.K. than in France and the U.S.A. From 1936 onwards, 
the two former were producing considerably more than ever 
before, whereas the U.S.A. was only just able to restore its output to 
pre-depression level and France failed to do that. France, in fact, 
lingered in depression when most other countries were recovering 
and hardly shared in the general revival of prosperity until the 
autumn of 1938. The U.S.S.R., dependent only to a very small 
extent on dealings with the outside world, experienced almost un¬ 
interrupted industrial growth throughout the nineteen-thirties, and 
Japan, exercising strict financial control over a large part ot Far 
Eastern trade, underwent similar, though less rapid, growth. 

But in spite of these disparities, there still was an international 
economy sharing a considerable amount of common experience. 
The temporary cessation of international investment left untouched 
the intricate network of indebtedness on which world production 
and trade depended. The growth of bilateral settlements restricted 
the volume of trade moving in some channels, but still left most 
channels at least partially open. Everywhere the same overwhelm¬ 
ing influences of international politics affected the course of 
economic policy, and at the end of the ’thirties a common concern 
with rearmament was helping to restore greater uniformity to the 
world-wide movement of economic activity. 

4 

The problems involved in reconciling inescapable interdepen¬ 
dence with different national economic interests were fundamen¬ 
tally much the same as they had been a decade earlier and were 
still unsolved. Individual industrialized countries had learnt a 
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trood deal about the way in which monetary policy could be used 
fo stield them from t J worst effects of external depression, but 
had done Uttle to lessen the chances of depression arising in he 
rest of the world. Primary-producing countries which had seen 
their markets collapse catastrophically had “ 

vulnerability of their position in the CK^Ung state of 

specialization, and were anxious to reme y me industrial- 

possible way, by diversifying their economy w.thsome u.d<us 

ization. But they lacked the finance which was «*n.ud More 

much could be done towards achieving t s, a obtain it 

international investment meant that they could no obmuw 

abroad. Uttle was done to create larger incomesinth«ej»un 
by higher production; the main contnbut.on to their well bemg 
came from attempts, some by governments and some J P 
international combines and cartels, to ensure birthcr. Nor, 

of output and sales in order 

despite the recovery of the later thirt , to t j ie i r f u ll 

countries succeed in using their pro ncvcr had less 

capacity or anything near it. Bntai g A a J ut fivc millions 

than a million unemployed, and i h U • . n ^ Thc incen- 
remained unemployed at the peak o a s m jght 

tive to improve this state of affairs was not as strong 

have been. Internally, things were undoubted y g g . 
internationally it was not difficult for to 

remain solvent, as they were favoured by . ninctec n- 

those which helped to conceal their weakness 

twenties. The great fall in 

world depression enormously cheapc Q f trade and 

countries, and though the sub^quen ^ developme nt, they 
operation of restriction schemes arr • s of exports and 

reversed it only to a small extent. The re a P countries than in 
imports remained more favourable to in countries to 

the previous decade, and it was work- 

produce as much for export as so ve y ■ the re lative 

ing at full capacity. Full adjustment to changes j 

productive power of different countries could be temp 

postponed. . , , ccon omic weaknesses 

Yet there was a whole series 0 j‘* f the indust rial countries 

spreading throughout thc world. M ,, u a i anC e*d because 

were able to keep their foreign trade reasonably balance 
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their demand for imports was kept down by failure to employ all 
the available labour and plant. To work at full capacity would 
have made it necessary for practically every such country except 
the U.S.A. to expand its exports in order to pay for greater im¬ 
ports, and that could only have been done by introducing more 
efficient methods of production, by changing the proportion of dif¬ 
ferent types ofgoods produced, and by the creation of higher incomes 
elsewhere. But because the imports of industrial countries were 
kept down by commercial policy and under-employment, the 
incomes of other countries were prevented from expanding much. 
And because the latter had for the time being little opportunity to 
increase their earnings from foreign trade, they seemed to be 
unfavourable fields for foreign investment, which might otherwise 
have helped to create bigger incomes there. Moreover, because of 
difficulty in building up large excesses of exports over imports, few 
countries were in a financial position which enabled them to invest 
heavily abroad. Of the former chief lending countries, the U.K., in 
the later nineteen-thirties, could never achieve an appreciable 
surplus on current international transactions, and net British 
investment abroad, which was certainly small, may have been 
negative; and the U.S.A. had experienced so much loss on earlier 
investments that there was no hope of more American capital 
being invested abroad for the time being without far rosier 
prospects than appeared. 

In the course of the nineteen-thirties, the world established in 
economic affairs a new modus vivendi which was much less un¬ 
pleasant than the state of chronic depression that preceded it. But 
it rested on very shaky foundations and had no prospect of per¬ 
manence because it postponed treating long-standing problems 
without solving them. One of its characteristics was that highly in¬ 
dustrialized countries maintained or improved their material stan¬ 
dard of life only in part by their own efforts, but made up for failure 
to make the most of their own natural endowment by obtaining 
some of what they needed at very low prices from the rest of the 
world. I he appearance of growing prosperity was in part the illu¬ 
sion of a transient moment, achieved at the expense of many coun¬ 
tries where the diminution of poverty, which at best had been very 
slow, was interrupted, and at the expense of the future of the 
wealthiest countries themselves, who kept up their standards of 
consumption hv using for this purpose resources which needed to 
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be devoted to investment if the rising trend of consumption was to 

^Before the difficulties inherent in this situation had time-come 
to a head, the whole scene was changed by the outbreak of r,n^ 
its subsequent spread over most of the world. In _ P ^ 

economic conditions were completely reverse . 

nineteen-thirties had kept down its production because . had not 

discovered how to organize itself so as to consume a 

create. In the Second World War, even those -ho hadprevnously 

consumed as much as they wished had to go s lor Britain 

impossible to produce enough. Some countries, notably Britain, 

which had been favourably placed because t c> ut themselves 
best markets for over-abundant supplies, soon o , 

in the difficult position of being instead the hardos -pressed cuS f 

tomers for scarce goods. On the other hand, some c reasons 

the immediate pre-war economy were intensified for new ca^on. 
The neglect of new investment at home continued m order to m 
more resources available for defence and dcstructic n, not in^rd 
to increase the level of current consumption, ^ 
almost everywhere. Failure to invest a m)at c ° , r \he same 
realization of existing foreign assets acce tra t • t j ic 

pressure to devote as much as possible to the^ P r °“”e 
war. Control over the use of foreign exchange became mu^hmor ^ 

stringent and bilateral trading arrange me n , , somc of 

less in order to preserve financial security tun ‘ - r prcc j ous 
the chief belligerents to ensure that they squan e return the 

financial reserves as slowly as possible an o j ai 

maximum benefit to their war supplies. much more 

The administration of economic affairs becane much m^ 

detailed and complex everywhere in t le at emp reS p C ct the 

immense demands which war impose , u Thouch inter¬ 
complexity of old relationships was great y ru lIC * rigorous 

national trade and finance were subjected - relation- 

government control, the essential interna ona , -j wcre far 

ships underlying all the nainute adml -^ a ^ ' lhc division 

simpler than in peace-time. The reasons for thiwm ■ ^ 

of the world into two large opposed groups, w » j b | oc k a de, 

tions with each other were merely those. of --^ich made 

and the vast extent of conquests by t * P ignore old 

it temporarily possible for econom.c purpos, s to . R nor 
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political boundaries. By the summer of 1940, most of Western and 
Central Europe was under German domination and by the end of 
1941 most of Eastern Europe had been added. It was possible to 
attempt the economic organization of almost the whole continent 
by methods of centralized direction which were mainly extensions 
of what had been in operation within Germany before the war. 
The needs of the German government were paramount, and there 
was no longer any necessity to safeguard the financial interests of 
the individual subject states. The conquest of a large part of the 
Far East by Japan in 1942 created an analogous situation there. 
Matters which previously involved international dealings were 
settled instead by arbitrary decisions made on behalf of a single 
dominant government or its representatives. 

Outside the area of axis domination, international transactions 
between states whose sovereignty was unimpaired still went on. 
The major question of international economics was at first how the 
U.K. obtained its overseas supplies and later how the U.S.A. sup¬ 
plied the rest of the United Nations. A very large proportion of the 
international transactions during the Second World War was 
covered by the arrangements for payment within the sterling area 
and by .Anglo-American arrangements. 

The sterling area was an informal grouping of countries that 
kept a considerable proportion of their monetary reserves in the 
form of sterling in London and had a common interest in co¬ 
ordinating their respective financial policies. Its membership was 
very nearly the same as that of the British Empire; the only British 
countries that did not belong to it were Canada and Hong Kong. 
A few foreign countries, including Egypt and Iraq, were also mem¬ 
bers. The great influence of the sterling area on wartime supply 
came from the fact that its members pooled their receipts of foreign 
currency and withdrew from the pool only what was needed for 
their own immediate needs. They were prepared to go on pro¬ 
viding supplies lor the U.K. without receiving immediate payment 
in full for all of them. Instead of demanding cash they simply 
allowed the amount of sterling credited to them to go on accu¬ 
mulating in London. By the end of the war, although £564 million 
had been realized by the sale of British investments in the sterling 
area and was used to finance purchases there, the balances of the 
sterling area countries in London had been built up by £2,723 
million, of which £091 million had been spent on supplies to the 
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U.K. and the rest on the contribution of the U.K. to the defence of 
India, Burma, Egypt, and the Middle East. Arrangements which 
made possible large supplies from Canada to the U.K. under 
similar conditions of deferred payment were also made at the 
beginning of the war, and it proved possible to agree on terms of 
deferred payment with some neutrals, of whom the most important 
was Argentina. 

The financial relations between the U.S.A. and the belligerents 
presented very difficult problems at first. As a sequel to the default 
on war debts the U.S.A. in 1934 had passed the Johnson Act, 
which forbade Americans to lend money to any foreign go\em¬ 
inent that remained in default on its payments to the U.S.A., an 
the Neutrality Act of 1935 forbade the export of arms to belliger¬ 
ents, forbade American ships to enter combat zones and forbade 
belligerent purchasers of American goods to take them out ° t e 
country until they had obtained legal ownership of them - w nc 1 
meant, in effect, until they had paid for them. The embargo on 
the export of arms was removed in November i939> ut 1 e 
obligation of the belligerents to pay cash and provide t uir own 
shipping remained. For a time the main influence °f 1 * c nancm 
restrictions imposed in this way was to cause the ritis 1 anc 
French governments to restrict their purchases of war supp ies in 
the U.S.A. to a fairly small amount in order to conserve their gold 
and foreign exchange. But as Britain and France were great Y * n 
need of additional sources of supply, they soon became willing to 
spend their dollars more quickly, while attempting, in t ic ear y 
part of 1940, to offset part of this expenditure by increasing < X P‘ )I s 
at the cost of cuts in civilian consumption at home. A ter t le e ta 
of France, the desperate British situation made it necessary to sec 
supplies without reckoning the effect on the long-u rm inancia 
position, and by the end of 1940 orders had been p act in u 
U.S.A. which, when paid for, would leave the U. . prac ica 
without dollars. The American response to the exhaustion o 
normal means of financing purchases was the intro uction 

lend-leasc, which became law on 11 March I94 1 * .. , 

Lend-lease meant that a great variety of goods was supp ie 
the belligerents, chiefly to the U.K., without immediate pa>mc ’ 
Nominal title to the ownership of the goods remaine in t. 
U.S.A., and the whole question of financial settlement was e 
until after the war, though provision for some direct 01 in ir 
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repayment was explicitly made. Lend-lease supplies at first were 
small because of the time needed to establish an effective adminis¬ 
trative system, but after the entry of the U.S.A. into the war, their 
volume grew rapidly. The arrangements were supplemented by 
agreements on mutual aid between the U.S.A. and its allies, of 
which the first, that with the U.K., was made in February 1942. 
As a result, the flow of lend-lease supplies was partly offset by a 
smaller reciprocal flow of goods and services to the U.S.A., also 
without immediate payment. The enormous importance of lend- 
lease and mutual aid is shown by the value of the supplies ex¬ 
changed under these schemes. From its inception to its termination 
in August 1945, lend-lease aid amounted to a total value of 
843,615 million, of which $30,073 million (£5,628 million) was 
supplied to the British Empire (most of it to the U.K.) and 
Si0,670 million to the U.S.S.R. Reciprocal aid from the British 
Empire to the U.S.A. totalled $7,567 million (£1,605 million). 

The vast scale of lend-lease not only greatly reduced the amount 
of payments among the allies, but also made it possible for inter¬ 
national trade and payments in other channels to decline. In par¬ 
ticular, the U.K., which until the outbreak of war was still the 
largest international trader, was assured of its necessary imports by 
lend-lease, and temporarily freed from the necessity for earning by 
exports enough to pay for them and to prevent the reserves of gold 
and dollars falling further below their already inadequate level. 
The export drive was called off, and a far larger proportion of the 
total British effort than would have been possible in other circum¬ 
stances was devoted to military operations and war production. In 
the first half of 1940, British exports were still about 90 per cent 
of their pre-war volume. Thereafter they declined rapidly, until in 
1944 they were, apart from munitions, less than a third of what 
they had been before the war. British reserves of gold and dollars, 
which were just over £600 million at the outbreak of war, almost 
disappeared by 1941, and though they gradually recovered, 
mainly as a result of the expenditure of the American armed forces 
stationed in the sterling area, they were only about £420 million 
at the end of 1944. 

Thus permanent sources of economic strength were sacrificed to 
present emergencies, and the means whereby international trans¬ 
actions were normally maintained and, indeed, made possible were 
allowed to slip further and further into disuse. The financial and 
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commercial methods which were part of the strength of wartime 

effort were also plain symptoms of the weaknesses which would 

need to be overcome when peace returned. On the allied side they 

were rooted in growing dependence on American supplies. 1 he 

disparity in economic achievement between the U.S.A. and the 

rest of the world, which was already a source of serious difficulty 

in international commerce in the inter-war years, was enormously 

enhanced by the Second World War. While destruction stalked 

the earth and the economies of many rival nations were ruined, the 

U.S.A., simply by exerting full effort and without detriment to 

current standards of material consumption, was a e vast > to in 

crease its productive ability. During the war the size o t le pro 

ductive plant within the country grew by nearly 50 per cent and 

the physical output of goods by more than 50 per cent, t t e en 

of the war more than half the total manufacturing production ot 

the world took place within the U.S.A., which, in fact,, tur n< t out 

a third of the world production of goods of all types. I he U .0. A. 

by this time owned half the world supply of shipping, wheieas in 

1939 it owned only 14 per cent. Even two years after the want 

supplied one-third of the world total of exports while taking onl> 

one-tenth of the imports. The change in the international positioi 

wrought by the war is clearly shown by contrasting the experience 

of the U.S.A. with that of the U.K., the only other victorious major 

country to escape enemy occupation. I he U.S.A. met t le cos o 

the war entirely out of larger output, but the L .k., covered only 

40 per cent of it in this way, and met no less than 3 r ) P e r c< n 

the cost by consuming capital and thereby putting uture p 

perity further into jeopardy. •• 

Of the many economic difficulties arising from the war this 

division of the world into one great creditor am a mst <> mi 
poverished debtors was among the most serious. It comple 1 
transformed the position of international trade an lnamc. 
many countries had incurred such greatly mcrcast . na , 
obligations, while their capacity to meet them had deteriora t , 

that they could not quickly resume their old p ar< " com . , ' 
They were forced to seek what assistance they rou ron ? ol j. * 
and to protect themselves by the imposition o mu ti u in 
stringent controls over trade and finance, in comparison \ 
which those of the nineteen-thirties seemed slac ' anc in comp ^ 
The changed position of the U.K. at tin <n o t u 

* , r >9 
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particularly important, because it had been the greatest international 

market and one of the two chief sources of international finance, 
and because its whole economic life had for a century been 
adjusted to an abundant flow of imports. The sale of foreign assets 
and the accumulation of debts to foreign suppliers, which together 
amounted to more than the total foreign assets which Britain held 
at the outbreak of war, made it impossible for her to take much 
part in international finance except by the gradual repayment of 
the sterling balances held by creditors. The loss of income from 
investments overseas and the reduction of earnings from the carry¬ 
ing trade, as a result of the sinking of 11,800,000 gross tons of 
shipping, made it impossible for the U.K. to import on the pre¬ 
war scale; and, in order to prevent the reduction of imports being 
too drastic, to offset the rising prices of essential food and raw 
materials, and to meet the claims of creditors, it was necessary to 
expand exports greatly beyond the pre-war level. Britain thus had 
to undo the effects of four years, in which export industries were 
diverted to other uses and foreign markets deliberately allowed to 
disappear, and then to seek a new commercial position in relation 
to the rest of the world. 

Other countries were affected equally or more drastically by the 
war. France, like Britain, had ceased to be a creditor nation, and 
had a formidable task of industrial re-equipment in order to be 
able to compete internationally when the disappearance of imme¬ 
diate shortages made price an important consideration. Germany 
and Japan, previously important suppliers of goods to other coun¬ 
tries in Europe and the Far East respectively, were completely 
knocked out and, far from being able to resume their old economic 
position, they became a charge on the finances of their conquerors. 

The influence of physical destruction was far greater than in the 
First World War. The vast increase in the range and power of 
aerial attack resulted in damage to the principal centres of pro¬ 
duction over a very wide area and in serious interference with trans¬ 
port, on which commerce no less than armies depended. The area 
over which destructive ground fighting took place was also very 
much greater. It was particularly significant that heavy fighting 
took place in the Far East as well as in Europe. During and just 
after the First World War increased production of some goods in 
the Far East made up for some loss of production and export capa¬ 
city in Europe. But the Second World War left some important 
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Asiatic export areas with little surplus production of the goods for 
which the outside world was clamouring and with serious diffi¬ 
culty in raising the means of subsistence for their own inhabitants. 
This loss of production meant that the rest of the world became 
still more dependent on supplies from the Americas, and made sti 
more difficult the balancing of international payments. 

Physical destruction was only one cause of this upset. The a 
ministrative and social disorganization which came with it uas 
equally potent and less easy to remedy. In many parts of the Far 
East the defeat of Japan did not lead to the restoration of stable, 
secure conditions, helpful to production and trade. Aspiration' 
and passions released by war-time experience continued s " aN 
the actions of large populations. In Burma, Indo-China, an nc o- 
nesia many men turned their attention away from peacefu pro¬ 
duction to political agitation and guerrilla warfare, and ol ^P ut 
suffered accordingly. Nor was unrest and disorganization confined 
to the Far East. In much of Europe there was severe political 
turmoil which reached its most destructive expression in the Greek 
civil war. On the whole, however, the economic effects of internal 
political cleavages and social unrest were probably less in ,uropt . 
One feature that was of some help to recovery was that though 
inflation was universal, it never reached the fantastic proportions 
of the period just after the First World War. The tec miques o 
monetary management acquired in the nineteen-thirties lac 

useful influence here. . , • , 

But the fundamental international political disagi < c merits \\ u 
emerged after the war undoubtedly had a great inf uence on ie 
economy of Europe. The political division of the world into com¬ 
munist and non-communist, most strikingly exemp i e in 

effective partition of Germany, was also a commercia lvision. m 

portant pre-war channels of trade were closed with litt eprospec 
being reopened. Nazi Germany had deliberately soug it to ma 
the economies of South-east Europe subsidiary to her o\\ n , jut a er 
the war trade between the western zones of Germany an t us ar 

had practically ceased. The fact that South-east Europe la a r( a ^ 

been organized by Germany as a satellite economic b oc simp 1 i 
the task of the U.S.S.R. in-subordinating it to her own economic 
needs, which she proceeded to do with great thoroughness 
Though it was Germany that was most drastically a «. etc >y 
change, the other countries of Western Europe were a so ore 
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by it to seek fresh channels of trade. After the war trade between 
Western and Eastern Europe was approximately balanced at a 
low level, whereas before the war Western Europe had had a large 
surplus of imports from Eastern Europe. For Western Europe this 
meant a loss of supplies which caused further dependence on trade 
with America. 

The problem of the relations between Western and Eastern 
Europe went far beyond the scope of any commercial and financial 
arrangements, but its seriousness was not at first generally appre¬ 
ciated, and it seemed possible, by wise investment and the creation 
of suitable institutions, to overcome gradually but within a few 
years the other major international economic difficulties which 
existed at the end of the war. The task was twofold. Temporary 
means had to be found to assist war-torn countries to repair the 
worst of their physical devastation, to turn their economies back to 
full production for peace-time needs, to resettle their uprooted 
populations, and generally to fit their commerce into a changed 
international setting; and an attempt had to be made to establish 
some form of permanent and stable international economic 
system to replace that which had foundered in the post-1929 
depression. 

It was impracticable to concentrate on only one of these objec¬ 
tives and let pursuit of the other wait upon the attainment of the 
first. Both were matters of pressing necessity, and neither could be 
fully achieved unless the other were at least partially secured. 
Few countries had sufficient internal strength to give them hope of 
regaining and maintaining a prosperous national economy if it had 
to be conducted amid confused and wildly fluctuating international 
economic conditions. On the other hand, the operation of a reli¬ 
able international system was impossible without the complemen¬ 
tary and co-operative actions of individual countries, and the 
ability and will of any of them to assist international purposes were 
likely to be slight until steady economic revival was being experi¬ 
enced. A successful international system required the creation of 
new institutions that would work less arbitrarily and with less 
nationalistic discrimination than those of the 'thirties, but less 
rigidly and with a more careful adjustment of financial resources 
to the likely demands upon them than those of the later ’twenties. 
But however carefully designed such new institutions might be, 
they would not last long unless some of the major countries using 
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them could keep them healthy with ample reserves and a large 
flow of trade and payments, such as could originate only in efficient 
domestic production accompanied by widely spread and worth¬ 
while opportunities of exchange and investment. In 1945 there 
were too few countries in a fit condition to make a contribution ot 

that kind. . . . 

But although it was still too early to put them in full working 

order, the institutions of a new international economic system were 
by that time clearly taking shape. The design of these institutions 
was intended to ensure three important contributions to the main¬ 
tenance of expansion without friction in the world econoim. its , 

there was to be a return to a system ot stable exc ^ange rates, u 
with safeguards to ensure that purely temporary 1 icu ties n ^ e 
not compel a country to choose between abandonment o ie 
tern and the imposition of serious damage on its domestic economy, 
and with other safeguards to enable exchange rates to e ac jus e 
in the most orderly way in cases where permanent unbalance had 
arisen. Second, there was to be some assured supp y 01 
national long-term capital, such as had almost isappeare S1 
1931, and an attempt was to be made to keep it ™° re PJL. . 
nently productive purposes than after the first V or c ai. 
international trade was, as nearly as practicable, to » optm. 
similar terms to all nations, with the gradual a jan on men 
manifold discriminatory restrictions which had bee n ui t up, P 
ally in the nineteen-thirties, though there was less concern 
removal of general tariff protection of domestic m ustnes ag. 

ro S sspss**. »—*. »■» r "V":::,r: 

purposes was under discussion from 1942 onwar s anc g 

was reached at a United Nations Conference at re. on 

1944. To promote the restoration and mainU nance e 
exchange rates an International Monetary fun uabCI< _ a 1 ‘ 

was intended to operate in such a way as to he p t u 11 u , 
system of multilateral international payments, un iainl . . 

foreign exchange restrictions. The Fund was an in c . r 

currency pool from which members might be al owe o 

order to correct temporary deficiencies in their balances of pay¬ 
ments, thus (it was hoped) avoiding the nee to impose c . 

restrictions or to seek a remedy through deprecia lon » 
which might cause general damage to Internationa 
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finance. The size of the Fund was intended to be $ 8,800 million 
at the outset, but some of the countries for which provision had 
been made did not join, so the total subscribed fell rather short of 
the target. The quota to be paid was prescribed separately for each 
country, according to its size and resources. The greater part of a 
member’s subscription could be paid in its own currency, but eac 
member had to pay in gold 25 per cent of its quota or 10 per cent 
of its net official holding of gold and dollars, whichever was the 
loss. A member which was allowed to borrow from the Fund was 
thus, to a large extent, obtaining the foreign currency it needed in 
exchange for its own domestic currency. A member’s borrowing 
rights were limited to 25 per cent of its quota in any one year and 
in total to the full amount of its quota. The exchange rates in 
operation on 1 July 1944 were fixed as the par values for the future, 
but each country was allowed one initial adjustment of its rate up 
to a maximum of 10 per cent. Thereafter the exchange rates of 
members were to be varied only at their own request and with the 

consent of the governing body of the Fund. 

The full strictness of the Fund’s principles could not be applied 
in the disturbed conditions of the immediate post-war period. The 
Fund was too small and its formal principles had too little ladtude 
for it to be a suitable instrument to deal with conditions of acute 
difficulty. It offered a means of combining security with reasonable 
flexibility in international commerce and finance, once the un¬ 
balance in international payments had been reduced to fairly 
small proportions. Until this reduction was achieved there was a 
risk that membership of the Fund might compel some countries to 
impose excessive strains on their internal economy in order to pre¬ 
serve exchange stability. In practice this danger was avoided. In 
the early post-war years the International Monetary' Fund made 
some loans of currency to meet difficulties that were more than 
mere temporary' disturbances in the balance of payments, and 
most requests for permission to use exchange control devices were 
granted. There was thus only gradual progress towards the estab¬ 
lishment of the kind of monetary arrangements envisaged when 
the Fund was established. But a considerable degree of exchange 
stability was eventually achieved without constricting inter- 
national trade or many countries’ internal economic activity. 10 
this achievement the existence and the activity and rules of the 
Fund made a useful contribution, though it was too small and too 
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restricted in function to be the dominating element in inter¬ 
national exchange and payments. f , R 

The second basic institution estabhshed as a result of the Bretton 

Woods conference was the International Bank for Reconstruction 
and Development, which was concerned with 'o' 1 ?- 16 ™ lnvest ' 
ment for productive purposes. This body proclaimed that one of 
its objects was to conduct its operations so as to effect a smooth 
transition fr6m a war to a peace economy. But inevitably its mam 
preoccupations were less immediate. In fact, it was no 
tion to begin operations at all until i 94 7 and, though > 
authorized capital of $10,000 million, shortage of funds re mete 
its loans to $700 million in the next two years. The S re f ™‘ ue ° 
die Bank was that it provided a means of:mobilizing internatitond 
capital and directing it to productive projects the technical and 

economic soundness of which was thoroug y 1 & 

advance but which were situated in areas where be^>"gof 
sufficient capital at a reasonable price was difficult or ^possible 
A project was unlikely to receive the approval and assistance of the 

Bank unless, when complete, it had extremely goo p P cated. 
strengthening the economy of the country in w c 1 ' - tion 

On the other hand there were two severe hmitauons in P 
of the Bank. One was that its available funds, though Y g 
remained small in relation to needs. The other -as that it could 

not tie up too much of its capital for too long, u . was 

it and re-lend it for fresh purposes. The strain on nrincipal 

increased because of the need to provide for repaying 
of the loan, and the assistance to development was thus rather ess 
than might have been derived from a lender -ho'«s conten^t^ 

accept an equity shareholding. The first limita ion ■ . [ f 

gated by the influence of the Bank as a stimulus to ^ revival ol 

private international lending, which was even mor *\ P example 

its own direct financial operations. Apart rom sc g * Bank 

of successful investment which others mig 1 I C ° ’ j f or 

could provide such an influence both by making small loam tor 

specific projects, in the hope of encouraging P™ guaran- 

join in the same or related enterprises, and y ac & .j. rc 

tor of private loans. The other limitation became teadily more 

apparent and an attempt was made to dea wi i asso _ 

the International Finance Corporation was set U P 1 . 

ciation with the International Bank. The new o yv>- 
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rather than a lending agency but was operating on a relatively 
small scale. By September 1959 it had accepted commitments 

totalling $25 million. 

The restoration of non-discriminatory multilateral trade was an 
aim which proved to be less easily embodied in formal institutions. 
Even before 1939 the U.S.A., which previously had been foremost 
in the erection of barriers to international trade, had begun to pay 
lip-service to more liberal methods, though its practical contribu¬ 
tion at that time was slight. During and after the war it sought to 
use its influence more powerfully to end discrimination. The 
mutual aid agreement between the U.S.A. and the U.K. in 1942 
contained a significant article pledging both governments to work 
for the elimination of discriminatory practices and the reduction of 
tariffs and other trade barriers. Discussions on ways of liberalizing 
commercial policy took place among officials of the American, 
British and Dominion governments from time to time during the 
war and in the final settlement of lend-lease obligations account 
was taken of the pledge in the mutual-aid agreement. The Ameri¬ 
can government was then in a strong position to press other coun¬ 
tries to accept its views on future trade policy. The sudden ending 
of lend-lease with effect from 2 September 1945 presented immense 
difficulties to countries whose wartime external payments position 
had been dependent on its existence. The U.K., in particular, had 
cast away most of its export trade as part of the common war effort 
and needed financial aid until it had greatly increased its export 
capacity. It also needed to ensure that the general obligations 
which it had incurred in accepting lend-lease were not now turned 
into specific burdens. To meet the difficulties the American govern¬ 
ment granted to the British government a credit of $ 3 , 75 ° niillion 
(£937‘5 million) at 2 per cent, repayable in 50 annual instal¬ 
ments from the end of 1951, and the net liability of the U.K. to the 
U.S.A. in respect of lend-lease supplies was fixed at $650 million 
(£162-5 million), to be repaid on the same terms as the new loan. 
This rather limited assistance was given only on conditions that 
were intended to assist in liberalizing trade but were in practice 
not only onerous but unworkable. The U.K. undertook to remove, 
within a year of first drawing on the credit, all restrictions arising 
from the pooling of the dollar receipts of the sterling area, so that 
each country in the sterling area might have its current sterling 
and dollar receipts available for current transactions anywhere. It 
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also undertook to repay its sterling debts to foreign countries as 
soon as possible and to support the American plan for an nter 
national Trade Organization of the United Nations, which would 
be a permanent institution to bring about and supervise a non 
discriminatory system of world trade. This last un erta ng 
involved, as a corollary, British membership of the Internationa 

Monetary Fund. .. . , 

Thus the attempt to create a truly liberal system of Internationa 

trade was being pursued both by pressing potential y in uentia 

countries to change their own practices and by setting up ir J teI ^ 

national machinery that should work on clear princip es to w c 

all would adhere. But, with the best will in the world, no major 

country just after the war had the means to act in accor ance \\i 1 

the precepts preached by the U.S.A. The terms o ere in con 
nexion with the American loan to Britain showed no recognition 
that the latter, as part of its war-effort, had drastica y re uce 
both its international capital assets and its current 
earning power, or that hardly any country in the uor cou 
rently earn enough dollars to meet its commitments to t u • • 

When, in fulfilment of the conditions of the loan, stc i mg u asm 

fully convertible the easily foreseen result followed at once. Anyo 
with capital claims on sterling and current obligations in c 
lars that were so hard to earn had an obvious incentive to * 
the former in order to meet the latter. In five weeks the ontan re¬ 
serves fell by $700 million and in order to prevent t ^ r( S 
melting away the absurdly premature experiment ia 
terminated. From that time it was recognized t iat non 
ination in international trade and payments (an ispecia 
ending of discrimination against the dollar) must c a PP 

very gradually and by means of close internationa co ope 

Even the International Trade Organization, on '' 11C 1 1 , 

had set such store, proved unacceptable because, t loug 11 I 

for international co-operation, it was not near y grac ua 
Agreement in principle to the establishment 0 suc 1 an mn lov- 

tion was reached at the Havana Conference on ra e an 

ment early in 1948. The Final Act of this conference mduded a 
most comprehensive code for the removal o iscnm 
every branch of international trading relations ups. c 
qualifying provisions and escape clauses in this ocumen » 
precariously placed countries saw in it a threat to t icir c 
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defences that it was impossible to obtain the minimum of twenty 
ratifications in eighteen months, without which the International 
Trade Organization could not come into existence. Even the 
United States Congress, much less liberal than the executive, re¬ 
fused ratification. So in the autumn of 1949 this cherished project 

passed into limbo. . . 

The one permanent piece of machinery which then survived for 

the liberalization of trade was the General Agreement on Tariffs 
find Trade (G.A.T.T.) which had resulted from a conference of 23 
nations at Geneva in 1947. The main purpose of this conference 
was the simultaneous negotiation of a set of bilateral agreements 
for tariff reduction and the diminution of mutual preferences, and 
no less than 123 such agreements were made. But the contracting 
parties to the G.A.T.T. also pledged themselves not to increase 
existing preferences or to create new ones save in certain specified 
circumstances. The most significant exception was that the signa¬ 
tories were permitted to give increased preferences if this was done 
in the course of a scheme by which tariffs among the group receiv¬ 
ing preferential treatment would be reduced to zero within a 
reasonable time. Thus the way was cleared for the creadon of 
larger free trade or common market areas. The G.A.T.T. re¬ 
mained in existence as an instrument for promodng simultaneous 
tariff concessions over a wide area in accordance with agreed prin¬ 
ciples. The number of countries adhering to it quickly increased 
and its administrators arranged combined tariff negotiations among 
the contracting parties at frequent intervals. In this way trade 
policies were gradually eased in the later nineteen-forties and the 
’fifties, though it was only one type of obstacle to a non-discrimina- 
tory, multilateral system that was being reduced. 

By 1948 there were important institutions of a new international 
economic framework not only in existence but in regular opera¬ 
tion. They had a most useful, and perhaps essential, part to play 
in a combination of orderly economic expansion and reasonably 
stable international economic relations thereafter. But such insti¬ 
tutions neither made up a complete international system nor 
guaranteed its success. Even in the most favourable conditions 
there were many gaps and vulnerable points that had to be dealt 
with in other ways. The International Monetary Fund was not big 
enough and flexible enough to be an effective regulator unless 
there were other plentiful sources of international liquid assets and 
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ready access to them through growing trade and investment. Pro¬ 
duction in new areas and markets to absorb it were not like y to 
grow fast unless the activities of the International Bank were sup¬ 
plemented many times over from other sources. The more libera 
trade policies promoted by the G.A.T.T. could not go very ar 
without something to assure rather shakily situated nations that 
better trading prospects were being opened before them and that 
something could be provided for them to fall back on if things went 


wrong. 

In practice, most of these gaps were made good, to some extent, 
from the same source: the activities of the U.S.A. Not on y was t e 
U.S.A. much the biggest contributor to the formal international 
organizations, but American loans and gifts, American spen ing 
abroad for non-commercial purposes and the libera zation o 
American trade policies together made possib e a necessary 
increase in international liquidity, assisted long-term sc ernes o 
development and enlarged the opportunities of internationa tra c. 
As other countries recovered and became more v\ea t y some o 
them were able to make a contribution of a simi ar in , u 
role of the U.S.A. in an international economic system remaine 
dominant and central. Without it, international economic ac 
must have faced stagnation and breakdown, an new ins 1 u 
and policies would have had little chance to disp ay t leir v * * 
Even three years after the end of the war, however, condition 
were still too disturbed for the new institutional arrangeme 
to work satisfactorily, whatever assistance they receive * 
outside. Until the acute disturbances caused y tu N ' a ^ 
greatly reduced, the new institutions were bound to mce 
nomic obstacles and intangible mistrust with w ic Y . 
never intended to cope. Efforts to deal with imme ia c P 
difficulties had been in progress continuously since c or< 
of the war. Individual countries did a good dea y way 
help. The victorious western powers put money an a hu 
effort into the avoidance of starvation,the resett ernen 0 . • w 

lation and the re-starting of production in t e tern o , 

they occupied and gave help to others which t c> ia Most 

There were also specially organized internationa e * 
notable was the work of the United Nations Re ic an V 
tion Association (U.N.R.R.A.) which arranged the supp 1 ^ . 
tials such as food and clothing to devastated allied cou 
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immediately after their liberation. During nearly four years of exis- 
tence, from November 1943 to June 1947, U.N.R.R.A. spent about 
£1,000 million, of which about two-thirds came from the U.S.A. 
Invaluable, too, though more for its humanitarian than its eco¬ 
nomic achievement, was the International Refugee Organization 
which from July 1947 to the end of 1951 was at work resettling the 
homeless and destitute, uprooted by the war and its aftermath, but 
which came to an end with its task far from completed. Some of the 
more permanent ‘specialized agencies’ and commissions of the 
United Nations also made a contribution. For example, the 
Economic Commission for Europe, established early in 1947* had, 
among its specified duties, ‘to initiate and participate in measures 
for facilitating concerted action for the economic reconstruction of 
Europe’; and it did much practical work in improving the inter¬ 
national distribution of essential commodities that were, for the 
time being, very scarce. 

Yet, despite all these efforts, economic recovery in Europe and 
the Far East was distressingly slow and this had important effects on 
the world as a whole. The continued weakness of Europe, in par¬ 
ticular, completely upset the world’s trade and greatly reduced 
what had been one of the most influential factors in its politics. It 
was probably a changed and threatening political situation which 
did most to induce greater and more co-operative efforts to 
overcome the persistent weakness. The political arrangements in 
Europe at the end of the war had been framed on the assumption 
of co-operation among the victorious allied countries, but this co¬ 
operation had never been forthcoming from the U.S.S.R., which 
from the beginning would have nothing to do with a common 
policy in Germany and set out to make the countries of Eastern 
Europe an unchallenged sphere of influence for itself. Within two 
years it had gone very far, though not quite the whole way, to¬ 
wards securing this last objective and showed no symptoms of a 
sated appetite. The U.S.S.R., though it had not made good its 
great economic losses, still had immense military power and its 
political pressure at this time was directed almost entirely towards 
Europe. For European countries, continued economic misery not 
only reduced their military potential but threatened disaffection 
among many of their people, as the large support for the commu¬ 
nist parties in France and Italy seemed to suggest. The possibility 
loomed by 1947 that, if things went on as they were, not only would 
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there be an economic breakdown but most of Europe might be 
swallowed up in a communist empire. It was in these cut 
stances that efforts at recovery began to be conccnt ale mo t 
heavily on Western Europe, where success would have m° s * 

reaching influence, and to be directed in a more conce y, 

with the aid of greater American resources. 

In June .947 the American Secretary of State George Mar^hafl 
suggested that the European countries should agree on join 
measures to overcome their economic difficulties and.colder 
wha, aid from the U.S.A. in the next five years would enable them 
to carry out these measures and become solvent again Every 

country in Europe needed such help, but t e • • • ’ e 

taring for a brief time, evidently conclude t a - ^ ( 

would concede to the U.S.A. a degree of pohucal influence tha^ 

was not to be borne. The U.S.S.R. not only refused '° 
scheme of the kind suggested but used all pressure sjgnifi- 

the whole of Eastern Europe also kept out. This was a S ^ 

cant decision. It ended the possibility of ot P° Hclavcd the 
nomic co-operation within Europe as a w 10 e. ensured 

economic revival of the U.S.S.R. and Eastern Emopc and nsu ed 

that when it did come it would be within a tightly closed^, 
sharing to only a very small extent in the interna t p at 

activities of the rest of the world. And it serve a efforts of 

helped to strengthen the co-operation and spec P 
the rest of Europe and the U.S.A. - all the more so when the next 

twelve months brought further threats from t e 
Czechoslovakia and the Russian blockade o tr • 

The immediate effective response ,0 the Ameruan offe^was^ 

conference of sixteen European countries ‘ onsiderat ion by the 
were able to submit a joint programme cre dit of 

govemmentof the U.S.A. in October .947- ^^^riated 
$537 milflon to help Austria, France, and Ita , was app J ^ 

in December and the machinery for the u • Co-opera- 

thc following spring. The U.S.A. set up the Econ°m ^ 

tion Administration to deal with the programm* western 
sixteen European countries concerned, toget er European 

r- ° r 4** •“<" gigs&zisu- 

into operation on 3 April 1948 and was designed in the 
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likely to be effective - heaviest and most general at the beginning, 
then more limited and selective as European recovery gathered 
momentum. In the first fifteen months aid amounted to $4,278 
million, most of it in outright grants, not loans. In the following 
years it was gradually reduced. 

This European Recovery Programme achieved some of its ob¬ 
jectives with gratifying speed. By 1950 most of the participating 
countries were producing at least 20 per cent more than in 1938. 
The major exception was Germany, whose utter collapse had ham¬ 
pered economic recovery elsewhere and who had to begin again 
from a lower level than the other countries. In Germany the grant 
of American aid needed to be supplemented by political and finan¬ 
cial reforms at home. These were forthcoming in 1948 when the 
attempt to maintain agreement among the four occupying powers 
was abandoned, the three western occupation zones were merged 
and most internal matters handed over to the Germans, and a new 
currency was introduced. Though West Germany remained be¬ 
hind the others for a time, its recovery soon gathered speed and in 
September 1950 output there was for the first time as great as in 
1938. Neither there nor elsewhere, however, was internal revival 
matched by an equally rapid strengthening of the external posi¬ 
tion. In 1948 the members of O.E.E.G. paid for less than two- 
thirds of their imports out of the proceeds of current merchandise 
and ‘invisible’ exports, and with the U.S.A. alone they had col¬ 
lectively an adverse balance of $3,600 million. Their efforts to 
remedy this were hampered by the continued movement of the 
terms of trade against manufactured goods, and they also found 
that among their own increased output there was at first very little 
that could be sold competitively in the U.S.A. Nevertheless a re¬ 
vival of foreign trade followed more slowly in the wake of expand¬ 
ing production. Until the end of 1952 the current deficits of the 
O.E.E.G. countries were rather more than covered by the receipt 
of aid from the U.S.A. and their reserves were higher than they 
had been when the European Recovery Programme began. From 
1 953 ^ey could, as a whole, pay their way without aid and accu¬ 
mulate bigger reserves by ordinary commercial transactions. Even 
the special difficulty of earning, within the total surplus, a suffi¬ 
ciency of dollars was a litde more gradually overcome. 

Thus in the early ’fifties the European Recovery Programme 
successfully accomplished its main purpose, and through the great 
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increase of production and trade in Western Europe helped to 
spread an expansion of economic activity in a large part o e 
world, as well as contributing to the greater political and military 
strength of Western Europe itself. The European Recovery ro- 
granune also provided both the example and some of the means 
for further co-operative organization, which altered the rame- 
work of both economic and political activity. The O.E. . . ltse 
remained in existence after the ending of the aid programme unti 
in 1961 it was transformed into a new Organization for Economic 
Go-operation and Development, to which the U.S.A. and Canada 
were added as full members. The O.E.E.C. in its later years \%as a 
useful medium for the discussion and co-ordination of matters ot 
common concern in economic and social policy. It supp emente 
some of the work of the G.A.T.T. by promoting the mu ti atera 
easing of the system of import quotas. Of the institutions associate 
with its earlier work the most important new one was t ie uropean 
Payments Union, established in July 195°- This was an arrange 
ment which helped to liberalize the finance of trade among .ui 
pean countries and to use the greater financial stiengtt ° son } 
of them to assist those who temporarily had greater 1 icu > 
paying for their imports. Each member was allotted as a quo 
per cent of its trade with other members in 1949 - u e p 
above the quota usually had to be paid in full, only 4 ° P^ r ce | 1 . 
those within the quota needed to be paid in gol or o ars, 
rest could be left on credit. The 40 per cent was raised to 50 P 

cent in 1954 and to 75 per cent in i 955 > a s *£ n 0 1 1C * 5 a . 
turning strength of Europe. The European Payments m 
wound up in December 1958 when its members at ast e 
enough to permit full external convertibility of t leir cur t • 
Their example was simultaneously followed by many other coun¬ 
tries, including those of the sterling area. Thus the European > 
ments Union had played its part in edging the wor ncarc « 
state of non-discrimination in international finance an 
which had been sought ever since the end of the war. 

As European recovery came within sight, there was K ro ^ 
terest in associated activities for wider and more perma 
p^ses. One early fairly small scheme was for a customs t u: s 
Belgium, the Netherlands, and Luxembourg. 8 rc e™ e ... uot 
was reached by the exiled governments in i 943 > u 1 
come into force until 1948, when internal customs du 
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abolished and a common external tariff was established. In 1949 
the progressive reduction of quantitative restrictions among die 
three countries was begun. At the same time there was a growing 
body of opinion in favour of something at least equivalent, or pre¬ 
ferably more comprehensive, for a much wider area. The chief 
motives of the advocates of such schemes were political - to end the 
old conflicts between France and Germany and to raise the political 
strength of Europe in the world - but they knew that their political 
objectives needed the support of economic as well as political 
changes. The first new proposal, made explicitly in 1950, ‘as the 
first step in the federation of Europe’, was the Schuman plan to 
combine the coal and steel production of France and Germany 
under a common High Authority, open to other European coun¬ 
tries. Britain declined an invitation to join in the negotiations, but 
an agreement to set up a European Goal and Steel Community 
was reached in 1951 by France, Germany, Italy, Belgium, the 
Netherlands, and Luxembourg. The agreement came into force 
in 1952. The Community was given an obviously political organi¬ 
zation: an executive body, a court of justice, and a parliamentary 
assembly. But its existence involved drastic changes in two of the 
greatest industries. The reduction of tariffs and the gradual aboli¬ 
tion of quotas were only a beginning. The Community sought to 
create a balanced market and a balanced production. This in turn 
required the regulation of competition on agreed lines, a con¬ 
certed investment policy and provision for the retraining and re¬ 
settlement of workers displaced by changes made to implement 


agreed policies. 

Quite apart from its political influence the Coal and Steel Com¬ 
munity quickly showed evidence of economic success. The pattern 
of competition and specialization was transformed. Trade across 
national boundaries within the Community increased much faster 
than production, and production grew much more than in the 
rest of Europe. Such success was an encouragement to take the 
experiment further. For some time the objective of greater con¬ 
solidation was pursued in attempts to build a European Defence 
Community; but after these efforts had been destroyed by France s 
refusal to participate in 1954, economic action was again given 


first place. 

The new idea was to extend arrangements comparable to those 
for coal and steel to the whole of economic activity and thus to 
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build up a European Economic Community, more frequently, 
though inadequately, described as ‘a common market ._Such an 
arrangement offered tremendous scope for a new sea e o in us 
and trade, for more efficient lines of specialization and for the 
liberalization of policies within the Community. But it was also 
bound to involve some measure of discrimination, per aps a a £ 
one, against the rest of the world. There were numerous j 

led by the U.K., which wanted neither to make so great a poht 
merger as an economic community implied nor to enco *V*!*f^r 
much economic discrimination. They sought to ensure 
European Economic Community were created it wou K . 
a much larger group of countries forming one grta r 

area. But France would have none of this and m the .meres of 
political reconciliation, the other members o t u oa ‘ V 
Community were not prepared either to forgo a uro P ‘ 
nomic Community or to shape it in a fashion ^acceptable to 

France. So these six countries in March 1957 signe : mo 

Rome, which provided for the new Community ° , 

existence at the beginning of 1958- It was an attemp no 

achieve a common trade policy with no mutual barners but also 

to make the whole range of economic and socia po lcie. m ^ er 

zation fit ever more closely together, so that in eve ent 

country there might be comparable opportumueso 

co^ne“TwtSn W d Austria, and Portugal, disappointed of 
their hope of wider free trade, joined in the Conventiont of^StocK^ 
holm in November 1959, by which a European rcc ^ b 

ciation was instituted in July i960. The object was ^ ^ vitllin 
stages to secure complete free trade in industna ^ ^ thc carly 
the area before 1970 and an attempt was m Europcan Eco- 

tanff reductions in step with those ™ adc " dc Assoc i a tion was 
nomic Community. The Europcan I ret * r 1 attempt 

rather small for its purpose but it survived theunsuc 

of several of its members, including the U.K., to enter thc 
pean Economic Community in 1961-2. Furope 

There was thus a beginning of wider “^““Tn.ernariomtl 
which might have great influence on the cou i> nroduc- 

economy. It offered the prospect of a large area m ^P™ ods 
tion would be more efficient and wealth grt ater, " , a j so the 

to offer and more purchasing power for trade, t pr 
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possibility that greater trading power in Europe, or part of it, 
might be either a stimulus or a barrier to the trade of the rest of the 
world. In the nineteen-fifties the scope of the new organizations 
was limited but on the whole they appeared to work to the general 
benefit. The European Recovery Programme was far more suc¬ 
cessful than any single national effort. The European Coal and 
Steel Community aided its members without apparently hamper¬ 
ing others. Trade within the European Economic Community 
grew very fast even in its earliest stage. But it is difficult to sort out 
how much of all this should be attributed to the new organizations 
and how much to their constituent countries. There was such a 
variety of signs of vigour in the world’s economy at this time. 

Once European recovery was well in progress, the world began 
a spell of unusually rapid economic growth. The available indices 
show that between 1948 and 1958 the increase of world production 
was 32 per cent for agricultural goods, 40 per cent for minerals, and 
60 per cent for manufactures. The volume of international trade 
grew even faster: 83 per cent in the same ten years. Such figures 
suggest a widely diffused expansion, but one in which manu¬ 
facturing countries took a disproportionate share. The distribution 
of international trade bears this out. The exports of the industrial 
countries of North America, Western Europe, and Japan just 
doubled between 1948 and 1958, while those of the rest of the 
world rose by 52 per cent. At least since the eighteen-seventies 
trade in primary produce had regularly far exceeded that in manu¬ 
factures, but during the nineteen-fifties this old relationship was 
upset and in 1957 and 1958 world trade in manufactures very 
slightly exceeded that in primary produce. This was clearly not 
because the great increase in output was driving manufacturers to 
push their goods on to foreign markets at cut prices. On the con¬ 
trary. The terms of trade, which had swung quite heavily against 
industrial countries since 1939, began to reverse themselves after 
the end of the Korean war in 1951. 

Yet the disproportionate strength of industrial countries and the 
change in the terms of trade did not prevent primary producing 
countries from enjoying considerable expansion. Many of them 
were adopting policies which explicitly sought to initiate economic 
growth by means of larger investment and a diversification of out¬ 
put, including some industrialization. Even though exports of 
primary produce were growing more slowly than those of manu- 
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factures, their absolute increase was large in comparison with that 
at most times in the recent past. Much of the extra income which it 
produced was spent on new capital goods. It became fairly com¬ 
mon for 12 per cent or more of the gross domestic product of an 
under-developed country to be devoted to gross omes 1 
capital formation and between 1950 and 1958 many such coun¬ 
tries increased their gross domestic product at an av "^ C ° f at 
least 4 i per cent per annum. Burma, Thailand, Turkey Israel 

Brazil, Chile, Mexico, and the territories which were merge 
the Federation of Rhodesia and Nyasaland provide a wide y 
spread assortment of examples. Indeed, if Australia, New Zealand 
the Union of South Africa, and the major oil-producing state are 
left out of the list of primary producing countries, because of 

obviously special characteristics, the average ra e g 
national income for the rest of them in these years w a 3 
per annum. This was much higher than anything known >r.the 

second quarter of the twentieth century. Though ^ ^ an 

support the suggestion do not exist, it was P ro a ' £ before 
the primary producing countries as a whole had ever knownbefore. 

There were difficulties for the primary produce S ' mn ossible if 
maintaining this expansion and it would have been miposs,bled 

international financial conditions had not een muc 

fill than at any time since 1929. In the ten years r °' vvhole 

inclusive the imports of primary producing coun r 

were about .0 per cent higher than their exports, and thev a o 

had obligations for external debt service amounting 

to another 6 per cent of their export earnings. In absolute terms, 

their external expenditure exceeded their income y - s ’ it is 

million - or probably rather more, since for a uu v because 

almost impossible to disentangle the relevant lg “ rcs ‘ to 

wealthier, more industrialized countries were able and willing m 
finance this fairly wide (and generally widening) g. P• t( ? con . 

ticable for many primary producing countries o capital 

centrate on their own internal development and to buy the cap 

goods they needed. . # was very widely 

The economic expansion of the ninetec countries 

though unevenly shared, not by every country, wealthy 

with g almost every type of economy; by both 
primary producers dependent on interna ‘ n ist coun¬ 

trial nations with many external connexions, y 
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tries pursuing internal development almost entirely from their own 
resources and having only small international dealings except 
among themselves. Its possibility was clearly associated with things 
that most of them had in common, or which directly operated as 
links among them. Underlying it everywhere was rapid progress in 
technology, above all in chemicals and engineering, which devel¬ 
oped new products for the needs of every branch of activity. Most 
of these innovations originated within a few already industrialized 
countries but soon spread their influence more widely through 
foreign sales, licence agreements and the international movement 
of trained men. Economically, the most obvious widespread influ¬ 
ence was the application of new theoretical ideas. The knowledge, 
derived from Keynes and his successors, of how monetary and 
budgetary policies could be made to influence the level of em¬ 
ployment, was crucial. There was also an increasing impact from 
the statistical study of economic growth, especially the stress which 
it put on the significance of a high level of investment. Both sets of 
ideas helped to meet the demand for a remedy for unemployment, 
which was one of the most general political issues inherited from 
the 'thirties. Full employment policies, pursued in practically all 
industrial countries and in many others as well, stimulated the 
whole world economy. The countries which adopted them became 
richer markets and their own more regularly sustained activity 
enabled them to achieve longer runs and a more economical scale 
in many types of production. This, in turn, helped them to become 
bigger and more efficient exporters. 

But full employment policies alone were not enough, nor could 
they be maintained indefinitely without other aids. In most places 
full employment created, among other things, a higher demand for 
imports, on which it tended to become partly dependent. To be sure 
that these imports could be afforded was an essential condition 
for the persistence of most national policies of full employment, 
and their purchase was a direct means of spreading economic 
expansion more widely. Even centrally planned communist econ¬ 
omies could not avoid this problem. As well as orthodox trading 
activities their answer to it involved exchanges or one-way trans¬ 
fers of goods in accordance with political decisions that reflected 
both mutually agreed plans and a very uneven distribution of 
power within the communist bloc. For other countries the answer 
had to come by a general widening of export opportunities and by 
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ensuring that international credit was sufficient to meet all reason¬ 
able commercial demands. The new international financial insti¬ 
tutions were helpful in this respect, but the main influence c 
from governments and private investors in a ew in iv ^ 

tries, die U.S.A. above all. The dollar was the chief currency of 

international finance and trade, though unti t e a e 
so hard to earn enough of it in ordinary commerce a 
rencies had to be used where practicable, an ere su 
ments as those of the European Payments Umo “ 
spread the burden of providing liquid fun s to sus 
transactions. Besides the dollar, sterling still had a m J 
international short-term finance. Long-term mves > ^ e _ 

prevented the uneven balances of payments rom USA. 

velopment, also came from only a few sources, with the U.^ 

again much the largest. The part played y * merl q j iere vvas a 
loans in the recovery of Europe has already been no c • 

similar contribution to many primary pro ucing j- d 

began to have adverse balances of payments as the tc oHrade 

ceased to move in their favour and developmcn 1 xp the 

tinued. It was all the more helpful because so m ‘den G f 

form of outright grants which created no con inu million 

debt service. From 1954 to 195b inclusive, gran s*_“ d prim . 

and loans of $5,162 million were made to u between 

ary producing countries under direct ^ rr ‘ ing ^ one- t hi r( I of the 
governments. More than half the grants an a o nts ant l 

loans came from the U.S.A.; about one-quarter of granwand 

over one-fifth of the loans were from France most y to Ainc.^ 

members of the French community. Most o t e through 

the U.K. and the U.S.S.R., the former acting 

grants, the latter nearly always through loa " s . ^ instilu tions and 

siderable investment in other directions, >P the Nether- 

individuals as well as governments. Be gium, ia ’ . were all 
lands, Sweden, Switzerland, the U.K., an * ‘ h ‘ h the 

fairly regular net exporters of long-term capita , thou^ ^ 

amounts were small except from 1 ranee, .] C h * CS J together, 
U.S.A. The last-named supplied more than all the - ^ 

though at the maximum in .956 the U.K. supplied 

($1,033 million) in one year. „. • ..I rnn ital and liquid 

The more abundant supply of interna 101 devotion to 

funds marked out the nineteen-fifties just as clearly as devo 
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full employment. The previous twenty years had been cramped 
for lack of anything comparable. Yet the international financial 
system was not altogether satisfactory and was vulnerable because 
it left too much to be done by too few. The U.S.A. and the U.K. 
carried most of the burden of providing international means of 
payment and it was a burden which grew as trade expanded and 
which was further increased by non-commercial demands, especi¬ 
ally for defence. Even the U.S.A., the wealthiest and most pro¬ 
ductive nation in the world, could find the strain excessive and run 
into international deficit, as happened from 1958. The demands on 
the U.K. were much less, but in proportion to its smaller resources 
imposed much more strain. Both countries put so much into inter¬ 
national activities that the improvement of their own internal econ¬ 
omy (which would have helped them to bear greater international 
burdens) was less than that of most other industrial countries. Thus 
there was emerging a need for a greater pooling of international 
financial resources to sustain further general expansion, but the 
need had not been met. 

There were other shadows on the bright achievements of the 
time. One was the continued poverty of most primary producing 
countries. Though their incomes were probably growing faster 
than ever before, thanks both to conscious effort and to outside 
assistance, more than half the extra income was swallowed up in 
providing for a bigger population. Just as they began to make their 
economies more dynamic, under-developed primary producers 
found that in terms ofincome per head they were falling further be¬ 
hind the advanced countries. They were also affected by somelessen- 
ingofcomplementarity in the international economy.The increasing 
use of chemically synthesized raw materials and the great advances 
in agricultural efficiency in mainly industrial countries made the 
latter relatively less dependent on supplies from specialist primary 
producers in other parts of the world. Even the U.K., the world’s 
biggest food importer, was able to increase agricultural output by 
about 70 per cent in twenty years after 1939, and by i960 France 
was anxiously looking for new foreign markets for its agricultural 
surpluses. No longer was the import of primary goods by industrial 
countries the dominating influence on international trade The 
interchange of manufactures among the wealthier countries had 
become the most dynamic element. Such developments as the 
creation of a European Economic Community seemed likely to 
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carry these changes still further. It is true that the Community gave 
special privileges and assistance to those former colonial territories 
that were associated with it, but, initially at least, ^mostaU these 
were in Africa, which in terms of numbers was oriy a .minm par 
of the under-developed world. As,a had about s ven times as 
many inhabitants, and Africa also faced a less acme problem of 

population growth than, for example, most o 

The international economy was, in important ways, css corn 
plete than it had been. The communist countries is ere, to _a high 
decree economically self-contained. The ad\ anted 
countries'^ the rest of the world could cdUectively prosper on hem 
own more than in the recent past, though they benefited from 

some outside markets and sources ofsupp y. os ^ ofcom- 

thus faced some restriction in the range, 1 no their activities 

mercial opportunities and had to try to readjust heir acti 
accordingly. It might not have 

able to feel itself advantageously placed. But, m g ’ 

countries which had most to seek were t ose s becoming 

economic difficulties. The peoples of many o . d behind 

aware for the first time how far them economies taMedbdmuJ 

those of wealthier nations and were trying o popu- 

they were starting from a lower level and expanding them popu 
lations more rapidly than their successful predecesso s had done 

They could haSe little hope of Xe^^re good pobthal ani 
help from outside and, though the ® as P rhaps un for- 

humanitarian reasons for giving the 1 p, without rein- 

tunate that these reasons alone often had to 

forcement from the direct economic interest d f m _ 

provide loans or grants. Even ™* out *‘£ e aider red could turn 

provement was far from certain. Hop , , 1 Ac it was, 

into frustration, and frustration into political upheava As it « , 
the political division of the world between communis, and non 

communist already was burdensome enoug maintaining 

it imposed on both sides an 

armoury. Such a diversion of effort were 

nomic advance of both. If their p°htica an econom ic 

carried further it could distort or nu > 

achievement. • , , , thus became 

The world's economic tasks and problems thus 
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contingent on the political. Though there were immense economic 
needs and potentialities, there was no exclusively economic remedy 
for any of the major troubles of the world. For the lessenmg of all 
of them the first essential was the assurance of peace. Instead of 
this assurance there was only a persistent and general unease out 
of which, in spite of the most deep-rooted distrust, it was the fore¬ 
most task of politicians to seek a way: 

per incertam lunam sub luce maligna 
Est iter in silvis. 

But at the far end of that ill-lit way there was still a hope that the 
woods might be those of Meredith’s enchanted Westermain, 
wherein a full, rich, free society of men and women might be cre¬ 
ated. To the possibility of such a creation the economic develop¬ 
ment of the world made a lavish contribution that, rightly used, 
could outweigh the sorrows and stresses that accompanied it. To 
accept the possibility and join in the work of creation was a choice 
continuously before all mankind. In spite of all dangers and threats 
of disaster the choice was still open. 
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